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2007 FINANCIAL HIGHLIGHTS

$77.7

miliion of net income from Advanta Business Cards versus $83.4 million in 2006.

$1.61

diluted earnings per combined common share from continuing operations
versus $1.91 in 2006.

$14.40

book value per combined common share versus $13.77 at year end 2006.

3-for-2

stock split executed and & quarterly cash dividend rate increase of 25% on
both Class A and Class B Common Stock.

1.5

million shares of Class B Common Stock repurchased.

$6.3

billion in managed receivables at year end, up 22% from 2006, and $1.0 billion
in owned receivables, down 9%.

$14.4

billion in transaction volume versus $12.3 billion in 2006.

3.7%

managed net credit losses versus 3.4% in 2006, and 3.4% owned net
credit losses versus 3.2%.






As of the summer of
2007, it looked like
the U.S. financial
sector would post
another stellar year.
Advanta was growing
nicely and so was
the stock price.

From the Office of the Chair

Unfertunately, the meltdown in
the subprime market snowballed
across the globe, resulting in a
widespread credit crunch. The
unwinding of the debt bubble
happened with sudden speed
as major financial institutions
scrambled to raise billions

to shore up their weakened
balance sheets.

As of early 2008, it appears that
the financial crisis is starting to
weaken the real economy.
Housing prices continue to fall;
consumer sentiment is down;
and unemployment has ticked
up. In light of all this, it is no
surprise that more of our

1.3 million small business
customers are also feeling the
pain and anxiety. As a result,
this has flowed through to us

in higher credit losses and
elevated delinquencies thus far
in 2008, which appears to he an
industry-wide trend.

It's certainly easy to be gloomy
and run scared. Although based
on the past six decades of our
business, we know this is the
wrong approach. We understand
that this is the time to continue
to improve our relationships
with our customers and provide
the support they need.

Despite the challenging envi-
ronment, we finished 2007 with
335,000 new customers and
Advanta Business Cards pre-
tax income of $126.5 million.
Then again, we have exercised
discipline in our credit quality
standards.

We have also built a diversified
customer base that includes
shopkeepers, florists, restaurateurs,
remodelers and doctors that
span across the country. We
know that they will ultimately
help to reignite economic growth
and, accordingly, Advanta’s.
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QOUR ADVANTAGE

While many financial institutions
try to provide many disparate
services, we believe that having
a relentless focus is the right
strategy. Every day we think
about our small business
customers. We listen to them
and respond to their changing
needs. This means having tailored
rewards and card customiza-
tion, among other features.

We strive for the perfect fit.

The Advanta platform can scale
with a wide array of customers
and generate healthy profits.

At the core is a state-of-the-art
warehousing and statistical
modeling system that incorpo-
rates knowledge gained from
years of small business credit
card experience. Combining our
strong analytics capabilities
with this, it allows for:

o Successfully identifying
potential customers and
target markets that fit
our strategy

» Tailoring the right offers to
the right customers

* Interacting with our existing
customers in a manner that
is comfortable for small
businesses

* Acquiring and retaining
customers

It's all a continual work in
progress. After all, the profile
of the typical small business
owner is changing —in terms of
gender, age and even lifestyle.
To this end, we know we

must work harder to use new
approaches, such as online
video, social networking, mobile
phone capabilities, Internet
search and blogs. Such things
are becoming critical tools for
our customers.

COMMITMENT TO COMMUNITY

We helieve that running a
business is more than income
statements and margins. Cur
customers expect us to be an
integral part of the community,
providing support for worthy
organizations and causes.

Across the nation, we continue

to promote health and fitness
through the Women's Sports
Foundation. We provide free
tennis racgquets—135,000 since
2003 -to all children at the
Advanta-sponscred World
TeamTennis Pro League matches.

Other initiatives include:

* The Advanta Foundation, which
makes grants throughout the
year to many worthy organiza-
tions and matches employee
donations to qualifying
nonproefit organizations

* The Advanta Small Arts
Support program, which has
awarded $585,000 in grants
over the last two years to 84
small arts and cultural
organizations in the Greater
Philadelphia region



LOOKING AHEAD

We have only scratched the
surface of the tremendous
market opportunity. Keep in
mind that the U.S. small business
market is roughly 30 million
strong today.

Even though credit card use
continues to grow, the small
business market is underrep-
resented, with only about 10%
of spend put on a card. There
are also positive demographic
trends, such as the Bahy
Boomers, who are entering the
prime stage for starting
businesses. So we are working
hard to profitably increase our
share of the small business
opportunity. This rneans
stressing important things like
convenience and the simplifica-
tion of records and payments.

It's going to be an exciting
time - and it's up to Advanta
to meet the needs of our
current and future customers,
At the same time, we will

need to pursue responsible
decision making and focus on
minimizing risk.

So while the past year has been
tough, we remain optimistic,
We are targeting a market

with strong long-term growth
prospects, and we expect that our
experience and investments will
pay off. Advantans throughout
the company are committed to
this success. And by providing
a targeted credit card for our
small business customers and
value to our shareholders over
the years, our commitment has
been very clear.

Perfect fit for our customers,
laser focus on the small
business market and prudent
decision making - this feels like
a good combination to weather
the current storm and land
safely on shore.

Aoy A~

DENNIS ALTER
Chief Executive QOfficer
Chairman of the Board

fot Gpgaes

WILLIAM A. ROSOFF
President
Vice Chairman of the Board
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Whether making donuts or arranging flowers, in the office or on the road, our
customers count on their Advanta credit card to help keep their businesses
running. Advanta strives to stay in stride with our customers, making sure
their needs are met every step of the way. Our customer-centric approach has

its rewards —for Advanta and the businesses we serve.
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The rewards we offer are as diverse as they are plentiful - cash, gift cards,

travel and more. As a result, our customers “pay us back” with loyalty over the

long term. Who said walking a mile in customers’ shoes had to be all walking?

Why not show some flair...and dance a little too?"







Don't get us wrong, there is nothing casual about our approach to business.
We appreciate the passion and the drive it takes to run a small business.
That’s why we provide customers the connectivity to access their accounts
anytime they wish, day or night. Through our secure website, Advanta offers
24/7 transaction capability and visibility —allowing our customers to actively
manage their accounts in real time and at their convenience. Business owners
can take advantage of online management tools to complete balance transfers
or other transactions in just a few clicks. Whether a business is just getting
started or has been with Advanta for years, we are committed to helping each

customer put his or her best foot forward to succeed.
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At Advanta, our workplace values are at the heart of everything we do. We pursue
personal excellence in an atmosphere of collaboration, open communication and
mutual respect. Advantans act with integrity and embrace individual innovation,
flexibility and adaptability. In serving our customers, we work as a team to
reach our goal. We don't care who gets the credit. (Actually, we prefer that our

customers receive all the credit.)’
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So that's who we are and how we roll...always on our toes, yet with our feet
firmly planted on the ground. We're intensely focused on our customers
and providing them with exceptional service and ongoing support...giving
small businesses a boost when they need it today - and the solid financial

footing to chase down their dreams of tomorrow. We're Advanta. The small

business champion.’









- Financial and Portfolio Performance

{S in millions, except per share amounts} 2007 2006 i 2005 2004
Advanta Business Cards
Risk-adjusted Revenues’ % 40‘2.9 . £ 3918 $ 3299 § 3085
Operating Expenses § 2764 $ 25B8.2 & 2416 § 2314
Net Income ) 77.7 % 83.4 L 54.2 % 8.0
£arnings per Share from Continuing Operations?
Class A $ 1.58 g 1.88 3 2.66 3 .04
Class B $ 1.64 3 1.92 5 2.68 $ 1.08
Combined _ $ 181 .8 1.9% g 2.68 3 1.07

Advanta Corp. is one of the nation's largest credit card issuers (through Advanta Bank Corp ) in the smail business market today.
Advanta’s exclusive focus on this market. as well as its size, experience and commitment to developing meaningful product ofierings
and 2 high level of service tailored 1o the needs of small businesses. differentiates the company from other issuers. Foundad in
4951, Advanta has long been an innovator in developing and introducing many of the marketing technigues that are common
in the financial services industry today.
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BOOK VALUE PER SHARE?®
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LIQUIDITY & CAPITAL ($ Millions}
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At year end
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Wl Securitized

[T] Owned

BUSINESS CARDS MANAGED RECEIVABLES® ($ Billions)
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----- Customers

—— Cards in Circulation

BUSINESS CARDS CUSTOMERS & CARDS IN CIRCULATION

3,000,000

2,500,000

2,000,000

1,500,000

1,000,000 "

500,000
04 05 06

At year end
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BUSINESS CARDS NET CREDIT LOSSES
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[CH Owned 1%
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5%
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2%
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BUSINESS CARDS 30+ DAY DELINQUENCY
04 05 06 o7
At year end

22




[ Employees

=uws—  Customers per Employee

EMPLOYEES
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1,200
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At year end
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PART 1

Item 1. Business

In this Form 10-K, “Advanta”, “we”, “us” and “our” refer to Advanta Corp. and its subsidiaries, unless the context
otherwise requires.

COMPANY OVERVIEW

Advanta is one of the nation’s largest credit card issuers (through Advanta Bank Corp.) in the small business market.
We issue business purpose credit cards to small businesses and business professionals. Qur business credit card
accounts provide approved customers with unsecured revolving business credit lines, Advanta’s exclusive focus on
the small business market, as well as our size, experience in the small business market and commitment to
developing meaningful product offerings and a high level of service tailored to the needs of small businesses,
differentiate us from other credit card issuers. We use our direct marketing and information based expertise to
identify potential customers. Founded in 1951, Advanta has long been an innovator in developing and introducing
many of the marketing techniques that are common in the financial services industry today, including remote
lending and direct mail, affinity and relationship marketing.

At December 31, 2007, we had $1.0 billion of owned business credit card receivables and $5.3 billion of
securitized business credit card receivables.

We own two depository institutions, Advanta Bank Corp., a Utah industrial bank, and Advanta Bank, a
Delaware state chartered bank. We primarily fund and operate our business credit card business through Advanta
Bank Corp., which offers a variety of deposit products that are insured by the Federal Deposit Insurance
Corporation (the “FDIC”) in accordance with applicable FDIC regulations and limits. We offer credit protection
and related products to our customers. A portion of these products are insurance products that we offer through our
insurance subsidiaries, Advanta Life Insurance Company and Advanta Insurance Company.

Through the first quarter of 2001, we had two additional lending businesses, Advanta Mortgage and Advanta
Leasing Services. In the first quarter of 2001, we exited our mortgage business and ceased originating new leases in
our small ticket equipment leasing business. See “— Discontinued Operations.”

Prior to February 20, 1998, we also issued consumer credit cards. We exited this business in February 1998
pursuant to the terms of a contribution agreement, dated October 27, 1997 and amended on February 20, 1998,
between us and Fleet Financial Group, Inc. (“Fleet”). This transaction is referred to in this Form 10-K as the
“Consumer Credit Card Transaction.” In connection with the Consumer Credit Card Transaction, we acquired a
4.99% interest in Fleet Credit Card Services, L.P. At December 31, 2007, our ownership interest in this partnership,
which is now a subsidiary of Bank of America Corp., was approximately 1.3%. See Note 17 to the consolidated
financial statements.

Advanta Corp. was incorporated in Delaware in 1974 as Teachers Service Organization, Inc., the successorto a
business originally founded in 1951. In January 1988, we changed our name from TSO Financial Corp. to Advanta
Corp. Our principal executive office is located at Welsh & McKean Roads, P.O. Box 844, Spring House,
Pennsylvania 19477-0844. Our telephone number at our principal executive office is (215) 657-4000.

CONTINUING OPERATIONS

Advanta Business Cards
Overview

Advanta Business Cards is one of the nation’s largest credit card issuers (through Advanta Bank Corp.) in the small
business market. Advanta Bank Corp. issues and funds the majority of our business purpose credit cards. Our
strategy in Advanta Business Cards is to maximize long-term profits by attracting and retaining high credit quality
customers and deepening our customer relationships. Because the credit card industry is highly competitive and
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there is increased focus on the small business market among credit card issuers, we continually seek new ways to
develop and strengthen our relationships with our customers and the small business community. We are committed
to investing in new ideas and initiatives that we believe will expand the range of product offerings available to our
small business customers and the small business community.

Qur principal objective is to use our information-based strategy to continue to prudently build our business and
increase our long-term profitability, Based on our experience and expertise in analyzing the credit behavior and
characteristics of our customers, we have developed an extensive database of customer information and attributes.
We use this information, in conjunction with proprietary credit scoring, targeting and other sophisticated analytical
models we have developed, to market our product offerings and services to prospective customers and to manage
our relationships with our existing customers. We continually monitor our customer segments and validate our
models based on actual results, and use this information to refine and improve our analytical assumptions.

The information we gather and analyze allows us to market directly to specific customer segments and target
prospects effectively. We also use this information proactively to anticipate customer needs and customize our
product offerings to meet those needs and to sirengthen and maintain our relationships with existing customers. Our
strategy also involves deepening our relationships with our existing customers through our rewards programs,
promotional offers, on-line account management tools and customer service.

Under the terins of our cardholder agreement, our business purpose credit cards may be used for business
purposes only. Our business credit cards provide approved customers with access, through merchants, banks,
checks, electronic fund transfers and ATMs, to unsecured revolving business purpose credit lines.

We are licensed to issue both MasterCard®* and Visa® ** business purpose credit cards, although our primary
product offering is a MasterCard® business purpose credit card. MasterCard® and Visa® both license banks and
other financial institutions, such as Advanta Bank Corp., to issue credit cards using their respective service marks
and interchange networks. :

We are continually looking for innovative ways to tailor products to the needs of small businesses and business
professionals. Presently, we offer a number of benefits that we believe are important to small businesses and
business professionals, including:

* competitively priced offerings and rewards programs;
+ additional cards for employees at no fee with the ability to set individual spending limits;

*» on-line, downloadable detailed expense management reports that categorize purchases and itemize charges
for recordkeeping and tax purposes;

» customized cards with the customer’s business name and logo displayed on the front of the card and
customized business.checks;

. r
* free on-line account management and account payment; and

* access (o product features and services that are designed to meet the needs of our customers on favorable
terms and conditions.

Our MasterCard® and Visa® business purpose credit cards provide a number of additional benefits that may
include free auto rental insurance, free purchase protection service for a specified time period and several free
emergency assistance and referral services.

We offer rewards programs with most of our business purpose credit cards. Under our rewards programs,
customers may earn either cash back rewards or business rewards that can be redeemed for travel, gift certificates or
merchandise, based on net purchases charged on their business credit card accounts.

* MasterCard® is a federally registered service mark of MasterCard International, Inc.

** Visa® is a federally registered service mark of Visa Inc. and its subsidiaries.




As a participant in the MasterCard® and Visa® payment networks, Advanta Bank Corp. receives interchange
fees as partial compensation for taking credit risk, absorbing fraud losses and funding credit card receivables for a
limited period prior to account billing. The interchange fees are paid to us by merchant banks, based on the purchase
activity of our customers. In addition to interchange income, we generate revenue through interest earned on
outstanding balances, balance transfer fees, cash usage fees and other fees. We also generate fees and revenues
through products and services offered to our business credit card customers such as specialty credit-related
insurance, other credit protection products and services and other products relevant to small businesses.

Advanta Business Cards represents our only reportable business segment. For 2007, 92% of Advanta’s total
revenues were derived from Advanta Business Cards as compared to 94% for 2006 and 82% for 2005. For 2005,
Advanta’s total revenues also included a gain on transfer of consumer credit card business. See Note 16 to the
consolidated financial statements for additional segment financial information about Advanta Business Cards and
Note 17 to the consolidated financial statements for further information about the gain on transfer of consumer
credit card business.

Origination

We originate, directly and through the use of third parties, substantially all of our business credit card accounts using
a variety of direct marketing techniques. We attract customers to our product primarily through direct mail
solicitations and web-based marketing. Our sources for potential customers include credit reporting agencies, lists
from data compilers and customer lists from establishments that have a small business customer base. We also
acquire customers through our strategic relationships with other organizations serving the small business market. In
an effort to expand our customer reach, we regularly test new sources and channels for identifying potential
customers. We target prospects for our business purpose credit cards using relevant information from the sources
described above, historical solicitation data and our proprietary segmentation methods. Our targeting models and
product offerings are continually updated to reflect changes in the competitive and economic environments, We
originated approximately 335 thousand new business credit card accounts during the year ended December 31,
2007.

Underwriting

We have developed sophisticated models for assessing the creditworthiness of applicants. Using a proprietary credit
scoring system, we evaluate common applicant characteristics and their correlation to credit risk. We regularly
validate and update our scoring models to maintain and enhance their predictive power.

Applicants for our business purpose credit cards must satisfy minimum credit standards. On the application for
our business purpose credit card, we request information about the individual signing the application (the “signing
individual™) and the business. Generally, under the cardholder agreement for our business purpose credit card, the
signing individual (typically an owner or authorized officer of the business) and the business are jointly and
severally liable for all transactions on the account. On these accounts, we may consider credit-related and other
relevant data about both the signing individual and the business in our assessment of the creditworthiness of
potential customers. Through the application process, we verify the applicant’s identification information and
collect information about the applicant’s business. This information, combined with credit reports received from
external credit reporting agencies and other data sources, forms the basis for our decision to extend credit. The credit
line size we offer varies and is ultimately determined based upon the information we receive regarding the credit
history and creditworthiness of the business and signing individual. In other cases, however, we offer our business
purpose credit card to business professionals. For these accounts we consider relevant data only about the signing
individual in our credit assessment because on these accounts only the signing individual is liable.

Pricing

We design our product offerings to selectively attract and retain high credit quality customers and to respond to the
competitive environment. We continually test different pricing and reward strategies. Our product offerings are
competitively priced and have typically included a combination of promotional pricing and rewards. Promotional
pricing may include an introductory period during which a low or zero percent finance charge rate is charged for a
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specified duration on specified types of transactions, after which the introductory rate generally is converted to a
higher rate. Some customers may receive non-introductory promotional pricing for specified types of balances or
account transactions. Generally, our customers earn rewards based on net purchases on their business credit card
accounts. Qur current rewards programs offer either cash back rewards or business rewards that our customers can
redeem for travel, gift certificates or merchandise. In some cases, we may offer a rewards program that combines
cash back and business rewards.

Our business credit card accounts are typically assigned a variable finance charge rate, although we also have
credit card accounts with a fixed finance charge rate. Our variable finance charge rates adjust from time to time
according to an interest rate index such as the Prime Rate or LIBOR. We may change the pricing on our business
credit card accounts in accordance with the terms of the applicable cardholder agreement.

We continually monitor the credit quality of our business credit card customers and adjust the pricing and/or
credit line size on their accounts based on a variety of factors, including changes in a customer’s credit standing and
other factors that could indicate a risk of future nonpayment. To discourage delinquent payments, we assess late fees
and use “penalty pricing” which automatically increases the finance charge rate assessed on any account that is in
default in accordance with the terms of the applicable cardholder agreement. The amount by which the finance
charge rate is automatically increased may vary.

Servicing

We use internal and external resources for servicing our business credit card accounts. Certain administrative
functions associated with the servicing of our business credit card accounts are outsourced to First Data Resources,
Inc. (“FDR”). Our agreement with FDR requires that the services be performed in accordance with our policies and
procedures. The services may include: authorizing transactions through the MasterCard® and Visa® systems, based
upon our criteria for approval; providing data processing services; performing billing, posting and settlement
processes; generating monthly billing statements; providing credit and fraud management tools; and issuing credit
card plastics and new account agreements. Under our policies and procedures, we monitor the services provided by
FDR for compliance with our criteria.

Customer Service and Support

We maintain several channels of communication and support for our customers, including a toll-free phone number,
on-line account management, a secure message center and postal and facsimile services. We maintain multi-site
contact centers, currently located in Horsham, Pennsylvania and Draper, Utah. Our contact centers are managed so
that functions can be performed seamlessly regardless of geographic location. Customer contacts are distributed
across these sites based on service level objectives. In addition, we leverage numerous technology solutions to
increase efficiencies, reduce costs and improve customer satisfaction. We use metrics such as customer satisfaction
rating, first contact resolution and customer contact response time to measure our performance and success.

Our customer service function works closely with other functions across our organization to achieve seamless
service and problem resolution. We are focused on supporting and maintaining our relationships with our existing
customers through programs designed to stimulate card usage, enhance customer loyalty and retain existing
accounts. Our objective is to maximize every contact opportunity to provide *best in class” service to our customers.

Collections

Delinquencies and charge-offs are closely monitored by management in our collections and credit departments. We
use a variety of techniques to discourage delinquent payments, including assessment of late fees and use of penalty
pricing, as described above. Our credit evaluation, servicing and charge-off polictes and collection practices may
change from time to time in accordance with our business judgment and applicable laws and regulations.

We use state of the art technology and a variety of collections strategies to pursue late payments. Qur strategies
are developed using proprietary models that analyze an array of variables, including payment history, Fair, Isaac and
Company (“FICO™) credit score and other credit indicators, to predict the type and timing of collections activity to
be implemented for each account in order to optimize our collection efforts. Collection activities include statement
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messages, formal collection letters and telephone calls, as well as a self-service website that our customers can
access. We maintain multi-site collection centers, currently located in Horsham, Pennsylvania and Draper, Utah.
Efforts to collect delinquent and charged-off accounts are made by our collections staff, supplemented in certain
cases by external resources such as collection agencies and attorneys. We also may sell accounts rather than pursue
them through a collection agency or litigation. We are engaged in an ongoing effort to develop and implement
enhancements to our collections strategies and tools that will improve our collections activities and reduce the risk
of nonpayment by our customers.

Credit Protection and Related Products

We offer credit protection and related products to our existing business credit card customers. A portion of our credit
protection and related products are credit insurance products, which provide coverage for loss of life, disability and
involuntary unemployment, offered through unaffiliated insurance carriers to existing Advanta customers. Under
reinsurance agreements, our lifefhealth and property/casualty insurance subsidiaries, Advanta Life Insurance
Company and Advanta [nsurance Company, respectively, generally assume the risks associated with these products.
In exchange, our insurance subsidiaries receive reinsurance premiums equal to the net premiums collected by the
unaffiliated insurance carriers, less a ceding fee, acquisition expenses, premium taxes and loss payments, and
Advanta Bank Corp. receives a service expense reimbursement. Where permitted, Advanta Bank Corp. also offers
our customers a debt waiver agreement, which provides for the waiver or suspension of payment obligations upon
the occurrence of certain events such as loss of life, temporary and permanent disability, key person departure and
business interruption. Pursuant to a contractual liability policy, Advanta Insurance Company insures a portion of the
risk associated with the debt waiver agreement and receives a premium payment from Advanta Bank Corp.

Depository Institutions

We own two depository institutions, Advanta Bank Corp. and Advanta Bank, Advanta Bank Corp. is an industrial
bank chartered under the laws of the State of Utah with its principal executive offices located in Draper, Utah.
Advanta Bank Corp.’s principal activity consists of the issuance of our business purpose credit card, the Advanta
Business Card.

Advanta Bank is a Delaware state-chartered bank that is the successor by conversion to Advanta National
Bank. Advanta Bank’s principal executive offices are located in Wilmington, Delaware. Advanta Bank's operations
are currently not material to our consolidated operating results. Prior to the closing of the Mortgage Transaction (as
defined herein), we conducted a large portion of our mortgage business through Advanta National Bank.

Deposit, Savings and Investment Products

We offer a variety of deposit products such as retail certificates of deposit, large denomination (more than $99,000)
certificates of deposit and money market accounts that are insured by the FDIC in accordance with applicable FDIC
regulations and limits. At December 31, 2007, we had total deposits of approximately $1.7 billion at our banks,
compared to approximately $1.4 billion at December 31, 2006. Substantially all of the deposits at December 31,
2007 and 2006 were at Advanta Bank Corp. Advanta Bank Corp. generates retail deposits from repeat deposits from
existing customers and from new depositors attracted by direct mail solicitations, newspaper and other media
advertising, and the internet.

Since 1951, Advanta Corp. and its predecessor, Teachers Service Organization, Inc., have offered senior
unsecured debt securities of the corporation, in the form of RediReserve Variable Rate Certificates and Investment
Notes, to retail investors through our retail note program. Advanta Corp. has sold these debt securities, also referred
to in this Form 10-K as “‘retail notes,” predominantly on a direct basis in select states, The RediReserve Variable
Rate Certificates are payable on demand and the Investment Notes have maturities that can range from 91 days to
ten years. The RediReserve Variable Rate Certificates and Investment Notes are obligations of Advanta Corp. and
are not insured or guaranteed by the FDIC or by any other public or private entity. We change the interest rates that
we offer frequently, depending on market conditions and our funding needs. The interest rates and other terms of the
retail notes may also vary depending on the size of the investment, state of residence of the investor or other factors.
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The aggregate principal amount of RediReserve Variable Rate Certificates and Investment Notes outstanding
was $221 million at December 31, 2007 and $227 million at December 31, 2006.

DISCONTINUED OPERATIONS

Advanta Leasing Services

Prior to January 23, 2001, Advanta Leasing Services, a business unit of Advanta, offered flexible lease financing
programs to small businesses. In 2001, we ceased originating leases; however, we continued to service the existing
lease portfolio during its wind down period. We had no lease receivables outstanding as of December 31, 2007. See
Note 20 to the consolidated financial statements for additional information regarding gains or losses on the
discontinuance of Advanta Leasing Services in the three years ended December 31, 2007.

Advanta Mortgage

Prior to March 1, 2001, Advanta Mortgage, a business unit of Advanta, offered a broad range of mortgage products
and services to consumers throughout the country. Effective February 28, 2001, we transferred and assigned to
Chase Manhattan Mortgage Corporation and certain of its affiliates (“Chase” or “Buyer”) substantially alt of the
assets and operating liabilities associated with Advanta’s mortgage business. This transaction is referred to
throughout this Form 10-K as the “Mortgage Transaction.” Following the Mortgage Transaction, we no longer
operate a mortgage business. However, we have retained contingent liabilities, primarily relating to litigation,
arising from our operation of the mortgage business before the Closing Date that were not specifically assumed by
Buyer in the Mortgage Transaction. See Note 20 to the consolidated financial statements for additional information
regarding gains or losses on the discontinuance of Advanta Mortgage in the three years ended December 31, 2007.

GOVERNMENT REGULATION

The following discussion sets forth some of the elements of an extensive regulatory framework applicable to banks,
their affiliates and the banking and credit card industries, and provides some specific information that is relevant to
Advanta Corp. and its subsidiaries. To the extent that the following information describes statutory provisions and
regulatory provisions and agreements, it is qualified in its entirety by reference to the particular statutory provisions
and regulatory provisions and agreements.

Advanta Corp.

Although Advanta Corp. owns two banking subsidiaries, Advanta Bank Corp. and Advanta Bank, it is not
required to register as a bank holding company under the Bank Holding Company Act of 1956, as amended (the
“BHCA™). Under grandfathering provisions of the Competitive Equality Banking Act of 1987 (“CEBA"), Advanta
Corp. is not required to register as a bank holding company because Advanta Bank’s predecessor, Advanta National
Bank, did not come within the BHCA definition of the terrn “bank™ prior to the enactment of CEBA. Also, under
CEBA, Advanta Bank Corp., is not considered a “bank” for purposes of the BHCA and therefore does not impact
Advanta Corp.’s exempt status under the BHCA, Because Advanta Corp. is not a bank holding company under the
BHCA, it is not subject to examination by the Federal Reserve Board, other than for purposes of assuring continued
compliance with the CEBA restrictions discussed below.

Advanta Corp. is not required to register as a bank holding company as long as it continues to comply with
certain restrictions under CEBA. For example, Advanta Bank may take demand deposits but may not be in the
business of making commercial loans. In addition, Advanta Corp. would lose its exemption under CEBA if it were
to acquire control of more than 5% of the stock or assets of an additional “bank™ or “savings association,” as these
terms are defined in the BHCA. The Gramm-Leach-Bliley Financial Modernization Act of 1999 (the “GLB Act”™),
which became effective on May 12, 2000, includes a provision that gives us the opportunity to cure or remediate an
activity that is out of compliance with applicable CEBA restrictions. Under the GLB Act, if Advanta Corp. or
Advanta Bank fails to comply with any of the restrictions applicable to them under CEBA, there is a 180-day right to
cure period following receipt of a notice from the Federal Reserve Board.
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Registration as a bank holding company is not automatic and, if Advanta Corp. were to register, then it and its
subsidiaries would be subject to examination and regulation by the Federal Reserve Board.

Advanta Bank Corp.
Supervision and Regulation

Advanta Bank Corp. is an industrial bank chartered under the laws of the State of Utah. Under its banking charter,
Advanta Bank Corp. may make consumer and commercial loans and may accept all FDIC-insured deposits other
than demand deposits such as checking accounts, It is a depository institution subject to regulatory oversight and
exarnination by both the FDIC and the Utah Department of Financial Institutions. Applicable federal and state
regulations relate to a broad range of banking activities and practices, including minimum capital standards,
maintenance of reserves and the terms on which a bank may engage in transactions with its affiliates. In addition, the
FDIC has regulatory authority under the Financial Institutions Supervisory Act (“FISA™) to prohibit Advanta Bank
Corp. from engaging in any unsafe or unsound practice in conducting its business,

Capital Requirements

Advanta Bank Corp. is subject to capital adequacy guidelines issued by the Federal Financial Institutions
Examination Council (the “FFIEC”). These risk-based capital and leverage guidelines make regulatory capital
requirements more sensitive to differences in risk profiles among banking organizations and consider off-balance
sheet exposures in determining capital adequacy. Under the rules and regulations of the FFIEC, at least half of a
bank’s total capital is required to be “Tier [ capital,” comprised of common equity, retained earnings and a limited
amount of non-cumulative perpetual preferred stock. The remaining capital, “Tier II capital,” may consist of other
preferred stock, a limited amount of term subordinated debt or a limited amount of the reserve for possible credit
losses. The FFIEC has also adopted minimum leverage ratios for banks, which are calculated by dividing Tier 1
capital by total quarterly average assets. Recognizing that the risk-based capital standards principally address credit
risk rather than interest rate, liquidity, operational or other risks, many banks are expected to maintain capital in
excess of the minimum standards. Management believes that at December 31, 2007, Advanta Bank Corp. was in
compliance with the capital adequacy requirements to which it was subject. See Note 14 to the consolidated
financial statements.

Prompt Corrective Action

Among other things, the FDIC Improvement Act of 1991 (“FDICIA™) requires federal bank regulatory authorities
to take prompt corrective action with respect to FDIC-insured institutions that do not meet certain minimum capital
requirements. To be “well-capitalized” under the prompt corrective action provisions, a bank must have a ratio of
combined Tier I and Tier II capital to risk-weighted assets of not less than 10%, a ratio of Tier I capital to risk-
weighted assets of not less than 6%, and a ratio of Tier I capital to average assets of not less than 5%. At
December 31, 2007, Advanta Bank Corp. met the capital requirements of FDICIA and had capital at levels a bank is
required to maintain to be classified as “well capitalized” under the regulatory framework for prompt corrective
action. See Note 14 to the consolidated financial statements,

Pursuant to provisions of FDICIA and related regulations with respect to prompt corrective action, FDIC-
insured institutions such as Advanta Bank Corp. may only accept brokered deposits without FDIC permission if
they meet specified capital standards. FDIC-insured institutions are also subject to restrictions with respect to the
interest they may pay on brokered deposits unless they are “well-capitalized.”

Dividends

Advanta Bank Corp. may supply funds to its parent companies or affiliates, subject to certain legal limitations
contained in Utah state law. Under Utah law, an industrial bank may declare a dividend out of net profits after
providing for all expenses, losses, interest and taxes accrued or due and after complying with required transfers to
surplus accounts. In addition, it is possible that the FDIC, pursuant to its authority under FISA, could claim that a
dividend payment might under some circumstances be an unsafe or unsound practice.
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Advanta Bank
Supervision and Regulation

Advanta Bank is chartered under the laws of the State of Delaware and is subject to regulation and periodic
examination by the FDIC and the Delaware Office of the State Bank Commissioner.

Advanta Bank is the successor by conversion to Advanta National Bank. We received the approval for the
conversion in April 2007 and the conversion was effective May 3, 2007. Prior to the conversion, there were
regulatory agreements in place between Advanta National Bank and its bank regulatory agency, the Office of the
Comptroller of the Currency (the “OCC™), that placed certain restrictions on Advanta National Bank's operations
and activities and, among other things, imposed additional capital requirements on the bank. These regulatory
agreements terminated when the conversion became effective. In addition, prior to the conversion, Advanta
National Bank paid a dividend of $39.1 million and return of capital of $28 million to Advanta Corp. in 2007, after
having received prior approval from the OCC.

Capital Requirements and Prompt Corrective Action

Advanta Bank is also subject to the FFIEC capital adequacy guidelines described above. Management believes that
at December 31, 2007, Advanta Bank was in compliance with the capital adequacy requirements to which it was
subject. Similarly, Advanta Bank is subject to the provisions of FDICIA and related regulations with respect to
prompt corrective action and the taking of brokered deposits that are described above. At December 31, 2007,
Advanta Bank met the capital requirements of FDICIA and had capital at levels a bank is required to maintain to be
classified as “well-capitalized” under the regulatory framework for prompt corrective action. See Note 14 to the
consolidated financial statements. '

Dividenids
Advanta Bank may supply funds to its parent companies or affiliates, subject to certain legal limitations contained in
Delaware state law. Under Delaware law, a commercial bank may declare a dividend out of net profits, provided that
before the declaration of a dividend, the bank must maintain certain minimum amounts in its surplus accounts. In

addition, it is possible that the FDIC, pursuant to its authority under FISA, could claim that a dividend payment
might under some circumstances be an unsafe or unsound practice.

Transfers of Funds and Transactions with Affiliates

Sections 23A and 23B of the Federal Reserve Act and applicable regulations impose restrictions on Advanta Bank
Corp. and Advanta Bank that limit the transfer of funds by each of these depository institutions to Advanta Corp.
and certain of its affiliates, in the form of loans, extensions of credit, investments or purchases of assets. These
transfers by any one depository institution to Advanta Corp. or any other single affiliate are limited in amount to
10% of the depository institution’s capital and surplus, and transfers to all affiliates are limited in the aggregate to
20% of the depository institution’s capital and surplus. These loans and extensions of credit are also subject to
various collateral requirements. Sections 23A and 23B of the Federal Reserve Act and applicable regulations also
require generally that the depository institution’s transactions with its affiliates be on terms no less favorable to the
bank than comparable transactions with unrelated third parties. In addition, in order for Advanta Corp. to maintain
its grandfathered exemption under CEBA, Advanta Bank is not permitted to make any loans to Advanta Corp. or
any of Advanta Corp.'s subsidiaries.

Lending Activities

Our current lending activities are solely focused on business purpose credit for small businesses and business
professionals. Certain aspects of various federal and state laws, including the Equal Credit Opportunity Act, the
Truth-in-Lending Act, the Fair Credit Reporting Act (the “FCRA™) as amended by the Fair and Accurate Credit
Transactions Act of 2003 (the “FACT Act™), the Federal Trade Commission Act — Unfair or Deceptive Acts and
Practices and the Servicemembers Civil Relief Act, may be interpreted to apply to our lending activities. Provisions
of these statutes and related regulations require that certain disclosures be made to borrowers, prohibit
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discriminatory practices in extending credit, prohibit sending unsolicited credit cards, prohibit unfair or deceptive
acts or practices, provide certain credit protections for activated military borrowers or regulate the dissemination
and use of information relating to a borrower’s creditworthiness.

The FFIEC released Account Management and Loss Allowance Guidance (the “Guidance™) applicable to all
credit card lending of federally regulated financial institutions that generally requires that banks properly manage
several elements of their credit card lending programs, including line assignments, over-limit practices and
minimum payment and negative amortization. The Guidance provides wide discretion to bank regulatory agencies
in the application of the Guidance and, as a result, Advanta Bank Corp.’s regulators could require changes to the
bank’s account management or loss allowance practices.

Privacy

The GLB Act contains privacy requirements dealing with the use of nonpublic information about consumer
customers. The GLB Act and its accompanying regulations apply to retail deposit customers of Advanta Bank Corp.
and Advanta Bank, as well as to investors who purchase Advanta Corp.’s retail notes. The GLB Act is not
preemptive and states may impose different and possibly more burdensome requirements.

Regulation of Non-bank Activities
Insurance

Our insurance subsidiaries are domiciled in Arizona and each has been granted authority to transact business in
29 states and the District of Columbia. Our insurance subsidiaries are subject, in varying degrees, to supervision by
these states and to their laws and regulations governing the underwriting, rating, licensing, marketing, adminis-
tration and financial operations of an insurance company. In addition, our insurance subsidiaries must comply with
Arizona insurance holding company system laws and regulations which require the filing of annual registration
statements and the disclosure and approval of certain transactions among affiliated entities.

Without prior approval of the Arizona Department of Insurance, the maximum dividend that Advanta
Insurance Company can distribute to Advanta Corp., its parent, in any twelve-month period is the lesser of:
10% of Advanta Insurance Company’s statutory surplus; or for any given twelve-month period, its net investment
income. Similarly, the maximum dividend that Advanta Life Insurance Company can distribute to Advanta
Insurance Company, its parent, in any twelve-month period, without prior approval of the Arizona Department of
Insurance, is the lesser of: 10% of Advanta Life Insurance Company’s statutory surplus; or for any given twelve-
month period, its net gain from operations.

The Arizona Department of Insurance also has adopted certain minimum capital requirements and ratios that
our insurance subsidiaries are required to maintain. At December 31, 2007, our insurance subsidiaries met all risk-
based capital standards and required no intervention by any party.

Legislative and Regulatory Developments
State-chartered Industrial Banks

There are legislative initiatives and proposals under consideration at the federal and state levels that could cause
Advanta Bank Corp., as a state-chartered industrial bank, to lose future flexibility in branch locations or limit its
ability to offer new deposit products. On the state level, several states have considered legislation that would limit
the ability of industrial banks to branch into these states or acquire local banks. Two states have already enacted
such statutes.

On the federal level, the House of Representatives has passed legislation limiting the ability of commercial
firms that are ineligible to own banks under the BHCA from chartering industrial banks. The definition of
“commercial”’ firms used in this version of the proposed legislation includes companies such as Advanta Corp. that,
although principally engaged in the financial services business, are not subject to consolidated supervision at the
parent company level by the Federal Reserve Board (as a bank holding company or financial services holding
company), the Office of Thrift Supervision (as a thrift holding company) or the Securities and Exchange
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Commission (as a securities holding company). The legislation would limit new industrial bank charters to
companies that are principally engaged in financial services; however, under a grandfather provision, this limitation
would not apply to Advanta Corp. If this legislation were to be adopted as proposed, it would not impact Advanta
Bank Corp.’s operations; however, Advanta Corp. would be required to register with the FDIC as an industrial bank
holding company and would be subject to federal regulatory oversight at the parent company level.

Credit Card Industry Practices

Federal and state governments are very focused on the credit card industry and credit card lending and marketing
practices, including universal default, two-cycle billing, payment hierarchy, general credit card disclosures and
unfair or deceptive practices. Several congressional committees have held hearings on credit card lending practices
and disclosures, and a number of bills have been introduced; however, at this time, none have been enacted. Federal
and state legislatures as well as government regulatory agencies may also consider legislative and regulatory
initiatives related to unfair or deceptive practices, credit scoring disclosure, minimum monthly payments, inter-
change fees and other aspects of credit card lending and marketing. It is possible that if versions of these proposals
were to be enacted in the future, they could impact our business.

Additional hearings have been held on credit card interchange fees; however, at this time, no legislation has
been introduced on the federal level. Several states, including Utah, are also considering interchange legislation.
The proposals range from capping interchange fees on certain classes of transactions to requiring additional
disclosures at point of sale or prohibiting the levying of interchange fees on the portion of retail transactions that
constitutes sales tax. Additionally, a number of bills proposed at the state level, including Utah, would require
disclosure of credit card association fee schedules and rules to merchants. It is possible that if versions of these
proposals were to become effective, they could impact our business.

Bankruptcy

Congress, in an effort to minimize the impact of subprime mortgage repricing and declining home prices, is
considering a number of proposals that would modify the Bankruptcy Abuse Prevention and Consumer Protection
Act of 2005. These include modifying the means test which determines eligibility for bankruptcy and permitting the
bankruptcy courts to restructure mortgages. If this legislation were enacted as proposed, it could reduce the amount
of recovery by unsecured creditors and could increase the number of consumers and small business borrowers that
file for bankruptcy.

Future Legislation

There are other legislative initiatives under consideration that could impact our business, including the manner in
which we conduct and fund our business, such as proposals dealing with data security, notification of customers in
the event of data breach, identity theft and securitization of credit card receivables and other loans. Some of these
proposals may extend to and impact data warehousers, vendors and other third parties with whom we do business.

Numerous legislative and regulatory proposals, such as those described above, are advanced each year which,
if adopted, could affect our profitability or the manner in which we conduct our activities. It is impossible to
determine the extent of the impact of any new laws, regulations or initiatives that may be proposed, or whether any
of the federal or state proposals will become law.

COMPETITION

We compete in the highly competitive credit card industry. Within the credit card industry there is aggressive and
highly competitive use of advertising, product and service offerings and pricing, including with respect to finance
charge rates, rewards and other incentive programs and cardholder fees. Many of our competitors are substantially
larger and have more capital and other resources than we do. In addition, there has been a trend toward consolidation
among credit card issuers in recent years which has resulted in even larger competitors. Some of our current and
potential competitors may be able to leverage their existing resources to provide products and services at lower costs
and with lower fees and/or finance charge rates than our products and services. Competition among lenders can take
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many forms, including convenience in obtaining a loan or credit card, the size of their existing customer base and
the ability to cross sell products to that customer base, intellectual property rights, features and quality of customer
service, incentives and rewards programs, size of credit lines, finance charge rates and other types of finance or
service charges, the nature of the risk the lender is willing to assume and the type of security, if any, required by the
lender.

We have chosen not to compete in all areas of the credit card tndustry, but have focused on business purpose
credit for small businesses and business professionals. We have responded to competition in this segment by
focusing exclusively on the small business market, offering credit cards tailored to the needs of our customers with
competitive pricing that have typically included promotional pricing and competitively structured rewards
programs. We also have responded by developing marketing strategies for our business purpose credit cards that
are designed to attract and retain high credit quality customers. Although we believe we are generally competitive in
the United States, there can be no assurance that cur ability to market our products and services successfully or to
obtain an adequate yield on our business purpose credit cards will not be impacted by the nature of the competition
that now exists or may develop. See “Item 1A, Risk Factors.”

EMPLOYEES

As of December 31, 2007, we had 914 employees. We believe that we have good relationships with our employees.
None of oor employees is represented by a collective bargaining unit.

AVAILABLE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the Securities and
Exchange Commission (the “SEC"). These filings are available to the public over the internet at the SEC’s web site
at http:/fwww.sec.gov. You may also read and copy any document we file at the SEC’s public reference room
located at 100 F Street NE, Room 1580, Washington, DC 20549. Please call the SEC at 1-800-SEC-0330 for further
information on the public reference room.

Our principal internet address is http:/fwww.advanta.com. We make our annual, quarterly and current reports,
and amendments to those reports, available free of charge on or through http://www.advanta.com as soon as
reasonably practicable after we electronically file such material with, or furnish it to, the SEC.

In addition, you may request a copy of these filings (excluding exhibits) at no cost by writing or telephoning us
at the following address or telephone number: Investor Relations, Advanta Corp., Welsh & McKean Roads,
P.O. Box 844, Spring House, Pennsylvania 19477, telephone: (215) 444-5335.

We have adopted, and posted on our website, a Code of Ethics that applies to, among others, our Chief
Executive Officer and senior financial officers (including the Chief Financial Officer, Chief Accounting Officer,
Controller and persons performing similar functions).
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CAUTIONARY STATEMENT PURSUANT TO THE PRIVATE SECURITIES LITIGATION
REFORM ACT OF 1995

We have included or incorporated by reference in this Annual Report on Form 10-K statements that may constitute
“forward-looking statements” within the meaning of the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995 (the “Act™). In addition, other written or oral communications provided by Advanta from time
to time may contain “forward-looking statements.” Forward-looking statements are not historical facts but instead
are based on certain assumptions by management and represent onlty our belief regarding future events, many of
which, by their nature, are inherently uncertain and outside our control. These statements include statements other
than historical information or statements of current condition and among other things may relate to: anticipated
carnings per share; anticipated growth in receivables outstanding and credit card accounts; anticipated interest
yields; expected cost of funds; anticipated employment growth; the expected level of new account acquisitions,
customer spending and account attrition; anticipated payment rates of outstanding loans; anticipated marketing and
other operating expenses; estimated values of and anticipated cash flows from our retained interests in securitiza-
tions; industry trends; our need and ability to replace existing credit facilities and securitization financing when they
expire or terminate with appropriate levels of funding; the value of the investments.that we hold; anticipated
delinquencies and charge-offs; income tax uncertainties; realizability of net deferred tax asset; expected levels of
liquidity and capital; anticipated outcome and effects of litigation and contingencies; and other future expectations
of Advanta, Forward-looking statements are often identified by words or phrases such as “is anticipated,” “are
expected to,” “are estimated to be,” “intend to,” “believe,” “will likely result,” “projected,” “may,” or other similar
words or phrases. The cautionary statements provided below are being made pursuant to the provisions of the Act
and with the intention of obtaining the benefits of the “safe harbor” provisions of the Act for any such forward-
looking information.

" 6

Forward-looking statements are subject to various assumptions, risks and uncertainties which change over time, and
speak only as of the date they are made. We undertake no obligation to update any forward-looking information.
However, any further disclosures made on related subjects in our subsequent reports filed with the SEC, including
our Reports on Forms 10-K, 10-Q and 8-K, should be consulted. We caution readers that any forward-looking
statemnent provided by us is not a guarantee of future performance and that actual results may be materially different
from those in the forward-looking information. In addition, future resulis could be materially different from
historical performance. See “Item 1A. Risk Factors” for further discussion of important factors that could cause
actuat results to differ from those in the forward-looking staternents.

Item 1A. Risk Factors

We may make changes in the terms of our business credit card accounts that could negatively affect our
results of operations and profitability. We have the right to change the terms of our agreements with our
customers, including the finance charge rates and the other fees and charges that are applicable from time to time on
the accounts, the applicable minimum monthly payment required on the accounts and various other terms. We may
decide to increase or decrease finance charge rates or other fees and charges for existing accounts, or to take actions
that would otherwise change the terms of the accounts, as a result of: changes in applicable law or regulations;
changes in the marketplace; changes in the economic, political or regulatory environments; prudent business
practice; or other reasons. Changes in the terms of our business credit card accounts may cause account attrition or
changes in customer behavior, such as credit card use, payment patterns and rates of delinquencies and charge-offs,
which could negatively affect our results of operations and profitability. Changes in the finance charges and the
other fees and charges assessed on the accounts and changes in minimum monthly payments required may affect the
effective yield on the accounts and could negatively impact our results of operations and profitability.

Marketing with low introductory or promotional rates may result in account attrition when these rates
expire. A portion of our business credit card accounts have introductory or promotional finance charge rates which
are generally at low levels during an initial or other specified period and which generally increase to higher rates
after the initial or other specified period expires. Accounts with these introductory or promotional rate features are
subject to a risk that customers who were attracted by the low introductory or promotional rates will transfer account
balances or shift credit card spending to credit card accounts with other credit card providers when our introductory
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or promotional rate period expires. There can be no assurance that our efforts to retain these customers will be
successful and that there will not be significant attrition in these accounts.

Changes in our product offerings, including changes in product features or services, could negatively affect
our ability to originate and retain customer relationships and may reduce our profitability. The product
offerings we use in our marketing campaigns are competitively priced and typically include promotional pricing
and rewards. Changes to our product offerings, including changes in rewards program terms, changes in or the
elimination of introductory and promotional pricing levels and changes to other product features or services, may
result in changes in customer behavior, such as levels of credit card use and payment patterns, that could negatively
impact our profitability. In addition, changes to our product offerings, including changes in product features or
services such as those described above, may negatively affect our ability to attract and retain high credit quality
customers.

Legislative, regulatory and other legal developments may affect our business operations and ability to
generate new accounts. Banking, finance and insurance businesses, in general, and banks, including industrial loan
banks such as Advanta Bank Corp., are the subject of extensive regulation at the state and federal levels. Numerous
legislative and regulatory proposals are advanced each year which, if adopted, could affect our profitability or the
manner in which we conduct our activities.

The credit card industry is also highly. regulated by federal and state laws, These laws affect how loans are
made, enforced and collected. The federal and state legislatures may pass new laws, or may amend existing laws, to
regulate further the credit card industry or to reduce finance charges or other fees applicable to credit card accounts.
Changes in laws or regulations, as well as changes in the marketplace, economic and political environments and
prudent business practices, could make it more difficult for us to enforce or change the terms of our existing
business credit card accounts or to collect business credit card receivables. Any of the foregoing could decrease our
income and profitability.

In recent years certain industry groups and consumers have expressed concerns about interchange rates related
to Visa® and MasterCard® credit and debit transactions and about increases in the interchange rates. In some
countries, regulators have taken actions to challenge or reduce interchange rates and certain other fees that banks
charge on transactions. While there is no specific imminent regulatory action pending to restrict interchange rates in
the United States, interchange rates have also been the topic of increased Congressional and regulatory interest.
Also in the United States, several suits have been filed by various merchants alleging that the establishment of
interchange rates violates the antitrust laws. Any restriction on or reduction in interchange rates would reduce the
amount of interchange paid to us and could have an adverse effect upon our results of operations and financial
position,

Federal and state legislatures as well as government regulatory agencies are considering legislative and
regulatory initiatives related to enhanced credit scoring disclosure, interchange rates, defaults, billing practices,
account repricing, penalty pricing, payment hierarchy, minimum monthly payments and other aspects of credit card
lending, marketing and operations, There are other legislative initiatives under discussion or consideration that
could impact our business, including the manner in which we conduct and fund our business, such as proposals
dealing with data security, notification of customers in the event of data breach, identity theft and the securitization
of credit card receivables and other loans. It is possible that if any versions of these proposals were to become
effective they could impact our business and, accordingly, could make compliance more difficult and expensive and
could negatively affect our operating results and the manner in which we conduct our business.

Changes to statutes, regulations or regulatory policies, guidance or interpretations could adversely affect us,
including by limiting the types of products and services we may offer and the amounts of finance charge rates or
other fees we may charge. It is impossible to determine the extent of the impact of any new laws, regulations or
initiatives that may be proposed, or whether any of the federal or state proposals will become law. See “Item 1.
Business — Government Regulation” for further discussion.

Actions by bank regulatory authorities could affect the manner in which we conduct our business and our
financial condition. We conduct our business credit card business through Advanta Bank Corp., a Utah chartered
industrial bank that is subject to regulatory oversight and examination by both the FDIC and the Utah Department of
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Financial Institutions. We also own Advanta Bank, a bank chartered under the laws of the State of Delaware that is
subject to regulatory oversight and examination by the FDIC and the Delaware Office of the State Bank
Commissioner. Both banks are subject to provisions of federal law that regulate their activities and require them
to operate in a safe and sound manner. The effects of, and changes in, the level of regulatory scrutiny, regulatory
requirements, regulatory guidance and initiatives, including mandatory and possible discretionary actions by
federal and state regulators, restrictions and limitations imposed by laws applicable to industrial loan banks,
examinations, audits and possible agreements between a bank and its regulators may affect the operations of our
banks and our financial condition. See “Item 1. Business — Government Regulation” for further discussion.

We have procedures to comply with applicable local, state and federal laws, rules and regulations and we
believe that we comply in all material respects with these requirements. We incur substantial costs and expenses in
connection with our compliance programs and efforts. Changes in or the adoption of additional or more restrictive
laws, rules and regulations applicable to us could make compliance more difficult and expensive. Failure to comply
with applicable statutory and regulatory requirements can lead to, among other remedies, class action lawsuits and
administrative enforcement actions,

Legal proceedings against us may result in adverse outcomes. We are now and in the future may become subject
to a variety of legal proceedings, including class action lawsuits, other litigation and claims arising in the ordinary
course of business or discontinued operations. The costs we incur in defending ourselves or associated with settling
any of these proceedings, as well as a material final judgment, injunction or decree against us, could materially
adversely affect our financial condition or our ability to conduct our business, The results of litigation are difficuit to
predict and there can be no assurance that legal proceedings will not have a material adverse impact on our results of
operations or financial condition, See “Itemn 3. Legal Proceedings” and Note 11 to the consolidated financial
statements for further discussion.

If we do not maintain the security of personal information, we could become subject to litigation, damage our
reputation and negatively affect our business and business prospects. We receive and maintain personal
information about our former, existing and prospective customers directly and through third parties providing
services to us. We also store customer account information in connection with the use of our credit cards directly
and through third parties. In addition, we maintain personal information about our employees directly and through
third parties. A breach of the systems on which personally identifiable and other sensitive customer or employee
information is stored could lead to fraudulent activity, including fraudulent use of our customers’ credit cards,
identity theft or other illegal and fraudulent activities. In addition, the use and security of personal, financial and
other non-public information provided to us is the subject of legislation and regulation at the federal and state levels.
While we continually strive to maintain our compliance with applicable privacy and security laws and regulations, if
we were to experience a data breach involving personal information about our customers or employees, we could be
subject to increased risk of litigation, fines or penalties as well as increased costs and expenses to come into
compliance which could adversely affect our reputation, results of operations, financial condition and ability to
conduct our business.

Changes in accounting may affect our reported earnings and results of operations. U.S. generally accepted
accounting principles and accompanying accounting pronouncements, implementation guidelines, interpretations
and practices for many aspects of our business are complex and involve subjective judgments, such as accounting
for the allowance for receivable losses, securitization income, rewards programs and income taxes. Changes in these
estimates or changes in other accounting rules and principles, or their interpretation, could significantly change our
reported earnings and operating results, and could add significant volatility to those measures. See “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting
Policies and Estimates” and Note 2 to the consolidated financial statements for further discussion.

If third parties claim we infringe their intellectual property rights it conld negatively impact our business and
financial position. From time to time we receive notices from others claiming we infringe their intellectual
property rights. In recent years, the number of patent claims assertions has increased generally in the United Siates
and the number of these claims that others may assert against us could grow. Regardless of the merit of these claims,
they could be time consuming and could result in costly litigation. Responding to these claims may require us to:

* enter into royalty and licensing agreements on less favorable terms;
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« develop non-infringing products, services or business methods or operations; or
* pay damages or satisfy indemnification commitments under contractual provisions,
If we are required to do any of these things, our operating results and financial position may be negatively impacted.

Changes in tax laws and outcomes of tax audits may affect our tax liabilities, tax assets and financial
condition. We are subject to federal income taxes as well as income and other business taxes in certain state and
local jurisdictions. Significant judgment is required in determining our provision for income and other business
taxes. In the ordinary course of our business, there are circumstances where the ultimate tax determination is
uncertain. Our tax returns and filings are regularly under audit or examination by tax authorities, Although we
believe our tax estimates are appropriate, the final determination of tax audits or examinations, and any related
litigation, as well as changes in tax laws, rates, regulations and policies, or interpretations of any of the foregoing,
could materially affect our tax liabilities, tax assets and financial condition.

Changes in interest rates and credit spreads may reduce our profitability. Fluctuations in interest rates and
credit spreads, whether caused by changes in economic conditions or other factors, may affect our profitability.
Credit spreads represent the amount of incremental interest required by investors to compensate for investing in
assets that are not risk free. Our cost of funding our business is influenced by market interest rates and credit spreads
because the rates we pay on our publicly-offered debt securities, business credit card securitizations and bank
deposit products are influenced by both market interest rates and credit spreads. A portion of our business credit
card receivables are effectively at a fixed rate because of the nature of the pricing of the accounts or because the
customer pays the balance in full each month. Therefore, an increase in market interest rates could reduce our net
interest income and/or our securitization income. Changes in interest rates and credit spreads can also affect the
value of our assets and liabilities.

Social, economic, environmental and geographic factors can affect levels of customer spending, credit card
payments and other customer behaviors, as well as our ability to predict customer behaviors, in ways that
could negatively impact our asset quality and profitability. A variety of social, economic, environmental and
geographic factors can adversely affect customer behaviors, such as levels of credit card use, payment patterns,
delinquencies and the number of customers filing under bankruptcy laws. Social factors include changes in
confidence levels and attitudes toward incurring debt, the public’s perception of the use of credit cards and the
stigma of bankruptcy. Economic factors include the rates of inflation, the unemployment rates and the relative
interest rates offered for various types of loans. In addition, acts of terrorism in the United States and the political
and military response to any such events may have an adverse effect on general economic or environmental
conditions, business confidence and spending, and general market liquidity. Geographic factors may include
adverse changes in economic and environmental conditions in states where customers are located which could have
a direct impact on the customers’ use of our credit cards as well as on the timing and amount of payments on the
accounts. Any of these factors could negatively impact the performance of our business credit card portfolio and our
profitability through, among other things, lower new account originations, lower credit card use, increases in
delinquencies, increases in the number of customers seeking protection under the bankruptcy laws, increases in
charge-offs and credit losses and changes in payment patterns. In addition, any of these factors could negatively
impact our ability to accurately predict or anticipate customer behavior. This could cause our business models,
including our proprietary credit scoring and other models used to predict and forecast customer behavior and
financial results, to produce less accurate and reliable results.

Market conditions and other factors beyond our control could negatively impact the availability and cost of
funding for our operations. We fund our operations through a number of sources, including securitizations,
deposits at our bank subsidiaries and sales of unsecured debt securities, Currently our unsecured debt is rated below
investment grade. Non-investment grade ratings of our unsecured debt from rating agencies could make it more
difficult and more costly for us to sell debt or equity securities in the capital markets. Continuation of our below
investment grade ratings or a down-grade of any of the ratings of our unsecured debt may negatively affect, among
other things, our ability to borrow or raise funds on terms that we consider favorable to us. If we are unable to obtain
funding on favorable terms, it may negatively impact our ability to fund our operations.
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To generate cash for the funding of our operations we also rely on our ability to combine and sell business
credit card receivables as asset-backed securities through transactions known as securitizations. At December 31,
2007, off-balance sheet securitized receivables represented 67% of our funding. Our ability to complete
securitizations depends upon:

 general conditions in the securities markets;

» specific conditions in the asset-backed securities markets;

+ the quality of our business credit card portfolio; and

» the ratings on the asset-backed securities sold in the securitizations.

Adverse changes in these market conditions, legislative and regulatory developments, the quality of our loan
portfolio or any down-grade of the ratings on the asset-backed securities may disrupt the timing of our securitization
transactions and impair our ability to complete securitizations on terms that are satisfactory to us. Although
securitizations are not our only source of cash to fund our operations, any substantial reduction in our ability to
complete securitizations could negatively impact our results of operations and financial condition.

If we are unable to develop, introduce or offer new or competitive products and services, our ability to
generate new accounts and compete effectively could be adversely affected. Many factors could prevent us from
developing, introducing or offering new or competitive products and services, including our inability to obtain
licenses for intellectual property rights or to obtain them at acceptable costs, the failure of or delay in customers’®
acceptance of our products or services, losses associated with the testing and implementation of new products or
services or financial, legal or other difficulties arising in the course of implementing new products or services. If we
are unable to successfully develop, acquire, produce, test, market and offer new or competitive products and
services, it could adversely affect our competitive position, including our ability to generate new accounts and to
generate receivables in existing accounts.

Our strategic, contractual and other relationships with third parties expose us to risks that may disrupt our
business operations and adversely affect our results of operations and financial condition. We rely on third
parties to provide services that are critically important to our business credit card business. For example, we rely on
third parties to perform certain administrative functions associated with servicing our business credit card accounts,
and to supply credit scores and other credit-related data and information about our potential and existing customers.
In addition, from time to time we partner or contract with, invest in or enter into other relationships with third parties
to establish relationships that are necessary for us to conduct our business or are intended to benefit our business
operations and financial condition, including outsourcing and other initiatives to enhance our productivity and
operational efficiency.

These arrangements with third parties expose us to a number of risks, such as the following:

» If any third party providing services critical to our business were to fail or become insolvent, or if we were
unable to renew expiring agreements with such parties on mutually acceptable terms, our business
operations, results of operations and financial condition could be adversely impacted.

« To the extent these third party relationships involve or depend on the transfer of knowledge related to our
business for their success, we may be exposed to risks associated with misappropriation or misuse of
intellectual property or confidential information, including information that is proprietary to us or to our
customers.

+ if the third parties do not perform as anticipated or if they default on their obligations, we may not realize the
intended benefits of these relationships, including the expected productivity, cost or expense improvements.

« Tn the event of a default or termination, our agreements with third parties may take an extended period of
time to unwind or resolve and, under certain circumstances such as early termination, may require us to pay
substantial termination fees, which could adversely affect our business operations, results of operations and
financial condition. -
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» If our relationships with third parties include indemnification provisions or obligations, we may be required,
under specified circumstances, to indemnify the other parties for certain losses they incur in connection with
the products or services they provide to us. In the event we are obligated to make payments to third parties
under indemnification or other obligations for losses of third parties, it could adversely affect our results of
operation and financial condition. See Note 11 to the consolidated financial statements for further
discussion.

We face intense competition in the credit card industry which could negatively impact our ability to generate
new accounts and receivables. Advanta Business Cards competes in the highly competitive credit card industry.
Within the credit card industry there is aggressive and highly competitive use of advertising, product and service
offerings and pricing, including with respect to finance charge rates, rewards and other incentive programs and
cardholder fees. Many of our competitors are substantially larger and have more capital and other resources than we
do. In addition, there has been a trend toward consolidation among credit card issuers in recent years which has
resulted in even larger competitors. Competition among lenders can take many forms, including convenience in
obtaining a loan, the size of their existing customer base, the ability to cross-sell products to that customer base,
intellectual property rights, customer service, rewards programs, size of loans, finance charge rates and other types
of finance or service charges, the nature of the risk the lender is willing to assume and the type of security, if any,
required by the lender. These competitive pressures may increase and could negatively impact our ability to market
our products and services effectively, our ability to attract and retain customers, our ability to generate new business
credit card receivables and our profitability. See “Item 1. Business — Competition” for further discussion.

We may make investments in innovation, new lines of business, new business strategies and ideas that may
disrupt our ongoing business and may not be successful. We have invested, and in the future may invest, in new
business ideas and strategies, new lines of business, initiatives to innovate our ongoing business and strategy, and
resources, including human resources, to implement any of the foregoing. Recently these investments have
included, among others, investments in offshoring, outsourcing and other initiatives to enhance our productivity and
efficiency. These efforts involve investments of financial resources, employees’ time and other human resources
and involve significant risks and uncertainties, including distraction of management and other personnel from
current operations, inability to generate sufficient revenues to offset expenses associated with the endeavor and the
potential identification of risks and issues that were not known or discovered before we invested in the initiative.
Because these investments are inherently risky and uncertain, there can be no assurance that the investments,
strategies or initiatives will be successful or profitable and will not negatively affect the Company’s operating
results or financial condition.

Our business and business prospects could be negatively impacted if our reputation is damaged. We are
exposed to risk to our reputation which can result from alleged conduct in a number of areas, including marketing,
lending and pricing practices, corporate governance and actions taken by legislators, regulators, customers or
parties with whom we have a business relationship. Our reputation could also be harmed by even the appearance of
not adequately addressing these or other similar potential issues that may arise. If these or other similar issues were
to arise we could face increased risk of litigation, fines or penalties as well as increased costs and expenses to
address the issues, which could have a material adverse effect on our results of operations, financial condition or our
ability to conduct our business.

If we are unable to attract and retain tatented employees our business could be adversely affected. Our success
depends on our ability to attract and retain talented employees. Competition for talented personnel is intense. If we
are less successful in our recruiting efforts, or if we are unable to retain key employees, our ability to develop and
deliver our products and services may be adversely affected.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

At December 31, 2007, Advanta had no owned real property and total leased office space was approximately
335,000 square feet. The significant properties that Advanta leases for its business operations are described below.
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Advanta leases approximatety 110,000 square feet in Spring House, Pennsylvania for its principal executive and
corporate offices and for use by Advanta Business Cards. In Horsham, Pennsylvania, Advanta leases approximately
110,000 square feet in one building for Advanta Business Cards operations and certain Advanta Bank Corp. and
corporate staff functions, and approximately 12,000 square feet in a second building for storage space. At
December 31, 2007, Advanta also leased approximately 12,000 square feet of office space for Advanta Business
Cards operations in Gibbsboro, New Jersey. In Wilmington, Delaware, Advanta leases approximately 19,000 square
feet of office space for Advanta Bank and for corporate and Advanta Business Cards operations. Advanta also leases
approximately 72,000 square feet of office space in Draper, Utah for Advanta Bank Corp. and Advanta Business
Cards operations.

Item 3. Legal Proceedings

Since June 20, 2001, Advanta Mortgage Corp. USA (“AMCUSA") and Advanta Mortgage Conduit Services, Inc.
(“AMCSI™), subsidiaries of Advanta Corp., have been involved in arbitration before the American Arbitration
Association in San Francisco, California brought by Goodrich & Pennington Mortgage Fund, Inc. (“GPMF"), a
participant in ong of the programs of our former mortgage business. GPMF’s asserted claims in the arbitration
included allegations that AMCUSA and AMCSI failed to provide information and documentation under the former
mortgage program and various claims concerning GPMF’s retationship with AMCUSA and AMCSL. After several
interim awards, on January 24, 2006, the arbitrator issued a final award in favor of AMCUSA and AMCSI rejecting
all of GPMF's claims. After cross-petitions to vacate and confirm the arbitration award were filed, and despite
motions for a temporary restraining order and injunction filed and pursued by GPMF in California state court, on
April 6, 2006, the California state court entered judgment in conformance with the arbitration award in favor of
AMCUSA and AMCSI. GPMF appealed that judgment and the appellate court ruled in favor of AMCUSA and
AMCSI. The time for GPMFI to seek any further appeal in this matter has expired without an appeal having been
filed. The time for the California Supreme Court to grant review sua sponte expired on February 19, 2008.

In addition to the matters described above, Advanta Corp. and its subsidiaries are involved in class action
lawsuits, other litigation, claims and legal proceedings arising in the ordinary course of business or discontinued
operations.

Management believes that the aggregate loss, if any, resulting from existing litigation, claims and other legal
proceedings will not have a material adverse effect on our financial position or results of operations based on our
current expectations regarding the ultimate resolutions of these existing actions after consultation with our
attorneys. However, due to the inherent uncertainty in litigation and since the ultimate resolutions of our litigation,
claims and other legal proceedings are influenced by factors outside of our control, it is reasonably possible that
actual results will differ from our estimates.

Item 4. Submission of Matters to a Vote of Security Holders

Not applicable.
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Executive Officers of the Registrant

The applicable Board of Directors elected each of the executive officers of Advanta Corp. and its subsidiaries listed
below, to serve at the pleasure of the Board in the capacities indicated.

Name : Age Office Date Elected
Dennis Alter 65  Chairman of the Board and Chief Executive Officer 1972
William A. Rosoff 64  Vice Chairman of the Board and President 1996
Philip M. Browne 47 Senior Vice President and Chief Financial Officer : 1998
Chad C. Blue 38  Chief Credit Officer 2007
John F. Moore 56  President, Advanta Bank Corp. 2004
David B. Weinstock 43 Vice President and Chief Accounting Officer 2001

Mr. Alter became Executive Vice President and a Director of the Company’s predecessor organization in 1967,
He became President and Chief Executive Officer in 1972, and Chairman of the Board of Directors in August 1975,
Mr. Alter has remained as Chairman of the Board since August 1975. In February 1986, he relinquished the title of
President, and in August 1995 he relinquished the title of Chief Executive Officer. In October 1997, Mr. Alter
reassumed the title of Chief Executive Officer.

Mr. Rosoff joined the Company in January 1996 as a Director and Vice Chairman. In October 1999, Mr. Rosoff
became President as well as Vice Chairman of the Board of the Company. Prior to joining the Company, Mr. Rosoff
was a long time partner of the law firm of Wolf, Block, Schorr and Solis-Cohen LLLP, where he advised the Company
for aver 20 vears. While at Wolf, Block, Schorr and Solis-Cohen LLP he served as Chairman of its Executive
Committee and, immediately before joining the Company, as a member of its Executive Committee and Chairman
of its Tax Department,

Mr. Browne joined the Company in June 1998 as Senior Vice President and Chief Financial Officer. Prior to
joining Advanta Corp., he was an Audit and Business Advisory Partnier at Arthur Andersen LLP. Mr. Browne is a
director of The Bon-Ton Stores, Inc., a publicly held corporation. He serves as Chairman of the Audit Committee
for The Bon-Ton Stores, Inc.

Mr. Blue joined the Company in 1993, From 1993 to 1998 he held a number of collections and credit policy
positions within Advanta’s consumer credit card business. In 1998, Mr. Blue became a Credit Policy analyst with
First USA/Bank One. During his time with First USA, Mr. Blue provided analytical support for small business
credit cards and unsecured installment loans. In 1999, Mr. Blue returned to the Company and, since that time, he has
been serving in various capacities in the Company’s credit analytics area for Advanta Business Cards. In December
2007 he was appointed Chief Credit Officer of Advanta Corp. and Advanta Bank Corp.

Mr. Moore joined the Company in 1986 as Assistant Treasurer. In addition to serving as Assistant Treasurer,
from January 2001 until January 2004, Mr. Moore also served as the Company’s Managing Director, Retail
Funding; and from January 1995 until June 2005, Mr. Moore also served as Vice President of Advanta National
Bank, now Advanta Bank. In January 2004, Mr. Moore was elected President of Advanta Bank Corp.

Mr. Weinstock joined the Company in 1998 and became Vice President and Chief Accounting Officer in
March 2001. From October 1999 to January 2005, Mr. Weinstock also served as Vice President of Investor
Relations. Prior to that, from April 1999 to October 1999 he served as the Company’s Controller. Prior to joining
Advanta Corp., Mr. Weinstock served as a Senior Manager at Arthur Andersen LLP from 1996 to 1998, where he
audited public and private companies and provided business advisory and consulting services to financial services
companies.
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PART 11

Item 5. Market for the Registrant’s Common Stock, Related Stockholder Matters and Issuer Purchases of
Equity Securities

The information required by this item concerning Equity Compensation Plan information is included in “Security
Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters™ contained in Part
i, Iiem 12.

(a) Common Stock Price Ranges and Dividends

The Company’s common stock is traded on the NASDAQ Stock Market under the symbols ADVNA (Class A voting
common stock) and ADVNB (Class B non-voting common stock). Effective April 7, 2008, the Company’s common
stock symbols on the NASDAQ Stock Market will be converted to ADVN.A (Class A common stock) and ADVN.B
(Class B non-voting common stock).

In April 2007, the Board of Directors of Advanta Corp. approved a three-for-two stock split, in the form of a
50% stock dividend payable June 15, 2007, on both Class A and Class B Common Stock. We have adjusted all stock
prices, share amounts and dividends below to reflect the stock split for all periods presented.

Following are the high, low and closing prices and cash dividends declared for the last two years as they apply
to each class of stock:

Diw":l?lil;ds
Quarter Ended: High Low Close Declared
Class A:
March 31, 2006 $23.16 $19.21 $22.73  $0.0756
June 30, 2006 25.49 21.01 21.86 0.1417
September 30, 2006 23.33 19.44 22.65 0.1417
December 31, 2006 28.42 2235 2654 0.1417
March 31, 2007 $2940 $2396 $26.72 $0.1417
June 30, 2007 31.47 26.09 28.40 0.1771
September 30, 2007 30.65 20.46 24.31 0.1771
December 31, 2007 26.45 6.93 71.30 0.1771
Class B:
March 31, 2006 ) $24.96 $20.56 $24.58  $0.0907
June 30, 2006 27.83 23.00 23.97 0.1700
September 30, 2006 25.50 21.28 24.60 0.1700
December 31, 2006 31.14 24.34 29.09 0.1700
March 31, 2007 $31.72  $2631 $29.23  $0.1700
June 30, 2007 34.51 28.57 31.14 0.2125
September 30, 2007 33.74 23.32 27.42 0.2125
December 31, 2007 29.95 7.84 8.07 0.2125

At February 1, 2008, Advanta Corp. had approximately 177 holders of record of Class A Commeon Stock and
331 holders of record of Class B Common Stock.

In April 2007, our Board of Directors approved an increase in the regular quarterly cash dividends on the
Class A Common Stock and Class B Common Stock beginning with the dividend paid in the second quarter of 2007.
Also, in March 2006 our Board of Directors approved an increase in the regular quarterly cash dividends on the
Class A Common Stock and Class B Common Stock beginning with the dividend paid in the second quarter of 2006.
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Although we anticipate that cash dividends will continue to be paid in the future, the payment of future
dividends by Advanta will be at the discretion of the Board of Directors and will depend on numerous factors
including Advanta’s cash flow, financial condition, capital requirements, restrictions on the ability of subsidiaries to
pay dividends to Advanta Corp. and such other factors as the Board of Directors deems relevant, See “Part [, Item 1.
Government Regulation,” “Part I, Item 1A. Risk Factors” and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Liquidity, Capital Resources and Analysis of Financial Condition.”

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

The table below provides information with respect to all purchases of equity securities by us during the period from
October 1, 2007 through December 31, 2007. Shares are in thousands.

ISSUER PURCHASES OF EQUITY SECURITIES

(d)Maximum Number
(or Approximate

(¢)Total Number of Dollar Value of
Shares Purchased as Shares} That May
(a)Total Number  (b)Average Part of Publicly Yet Be Purchased
of Shares Price Paid Announced Plans or Under the Plans or
Period Purchased per Share Programs (A) Programs (A)
Class A:
10/1/07-10/31/07 0.0 N/A* 0.0 0.0
11/1/07-11/30/07 0.0 N/A* 0.0 0.0
12/1/07-12/31/07 ) 0.0 N/A* 0.0 0.0
Subtotal Class A 0.0 N/A* 0.0 0.0
Class B:
10/1/07-10/31/07 150.0 $16.24 150.0 2415
11/1/07-11/30/07 241.5 13.11 241.5 0.0
12/1/07-12/31/07 0.0 N/A* 0.0 0.0
Subtotal Class B 3915 ' §14.31 391.5 ) 0.0
Total 391.5 $14.31 391.5 0.0

(A) In Aprit 2007, the Board of Directors of Advanta Corp. authorized the repurchase of up to 1.5 million shares of
Advanta Corp.’s Class B Common Stock. We completed repurchases in connection with this authorization
during the fourth quarter of 2007.

(*) N/A — Not Applicable
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Stock Performance Graph

The following graph compares the cumulative total stockholder return on Advanta Corp. Class A Common Stock
and Advanta Corp. Class B Common Stock during the five years ended December 31, 2007 with the cumulative
total return on the Standard & Poor’s (“S&P”) 500 Index and S&P 500 Financials Index. The comparison assumes 4
$100 investment at the market price on the close of business on December 31, 2002 and assumes reinvestment of
dividends.
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1/1/03 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07
Advanta Corp. Class A Common Stock $100.0 | $147.7 | $263.0 | $356.3 | $480.9 | $138.0
Advanta Corp. Class B Common Stock 100.0 139.5 271.6 370.0 509.4 147.9
S&P 500 Index 100.0 128.7 1427 149.7 1733 182.9
S&P 500 Financials Index 100.0 130.6 144.6 153.7 182.7 149.6
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Item 6. Selected Financial Data
($ in thousands, except per share amounts)

Year Ended December 31,

2007 2006 2005 2004 2003
Summary of Operations
Interest income $ 195647 8§ 169,755 % 139601 § 106,709 $ 108361
Interest expense 99,331 75,310 57,586 45,577 48,308
Noninterest revenues 366,497 337,955 200,840 287,841 268,541
Provision for credit losses 58,165 38,600 40,297 42,368 45,423
Operating expenses!' *? 288,968 256,812 243,058 234,298 225,165
Minority interest in income of consolidated
subsidiary”’ 0 0 0 0 8,880
Gain on transfer of consumer credit card
business 0 0 67,679 0 0
Income from continuing operations before
income taxes 115,680 136,988 157,179 72,307 49,126
[ncome from continuing operations 71,028 84,248 116,689 44,273 30,213
Gain (loss), net, on discontinuance of
mortgage and leasing
businesses, net of tax 1,022 738 (6,260) 468 (1,968)
Net income 72,050 84,986 110,429 44 741 28,245
Per Common Share Data®™
Basic income from continuing operations:
Class A ) 161 % 201 % 290 § 113 % 0.79
Class B 1.78 2.12 2.98 1.20 0.86
Combined™ 1.73 2.08 295 1.18 0.83
Diluted income from continuing operations:
Class A 1.55 1.88 2.66 1.04 017
Class B 1.64 1.92 2.69 1.08 0.82
Combined™ 1.61 1.91 2.68 1.07 0.80
Basic net income:
Class A 1.64 2.02 2.74 1.14 0.74
Class B 1.81 2.14 2.82 1.22 0.80
Combined®® 175 2.10 2.79 1.19 0.78
Diluted net income:
Class A 1.57 1.90 2.51 1.05 0.72
Class B 1.66 1.94 2.55 1.09 0.77
Combined™® 1.63 1.92 2.54 1.08 0.75
Cash dividends declared:
Class A 0.6730 0.5006 0.2898 0.2310 0.1680
Class B 0.8075 0.6007 0.3478 0.2772 0.2016
Book value-combined 14.40 13.77 12.49 0.93 9.25
Closing stock price:
Class A 7.30 26.54 20.09 15.08 8.62
Class B 8.07 29.09 21.63 16.18 8.48
Financial Condition at Year End
Investments® $1,096,087 % 745,108 $ 574,839 $ 482917 § 480,935
Gross business credit card receivables:
Owned 1,031,607 1,133,132 879,468 730,483 518,040
Securitized 5,315,421 4,073,128 2,880,401 2,564,147 2,463,747
Managed” 6,347,028 5,206,260 3,759,869 3294630 2,981,787
Total owned assets 2,764,372 2,413,138 2,127,403 1,692,924 1,698,444
Deposits 1,651,737 1,365,138 1,070,572 825,273 672,204
Debt 220,848 227,126 226,856 265,759 314,817
Other borrowings 25,000 O 0 0 0
Subordinated debt payable to preferred
securities trust 103,093 103,093 103,093 103,093 103,093
Stockholders' equity * 585,781 567,161 515,437 392,194 341,207
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Selected Financial Highlights (continued) Year Ended December 31,
2007 2006 2005 2004 2003

Selected Financial Ratios

Return on average assets 281% 379% 561% 281% 145%
Return on average common equity 1224 1580 2306 12.18 8.59
Return on average total equity 1224 1580 23.04 1219 8.61
Equity/owned assets 21.19 2350 2423 23.17 20.09
Equity/managed assets® 738 894 1052 944 838
Dividend payout 4426 2770 1232 2379 2678
As a peicentage of owned business credit card

receivables:

Total receivables 30 days or more delinquent at year end 4.11 2.30 2.68 3.87 4.88

Net principal charge-offs 3.39 3.19 5.37 6.38 7.42

(1) Effective January 1, 2006, we adopted SFAS 123 (R), Share-Based Payment, using the modified prospective
method and began recognizing compensation expense for equity-based compensation arrangements, including
stock options, using a fair value based method.

(2) Operating expenses in 2007 include $12.0 million of charges associated with a contingent obligation to
indemnify Visa Inc. for certain litigation matters.

(3) Our adoption of Financial Accounting Standards Board Interpretation No. 46, Consolidation of Variable
Interest Entities — An Interpretation of ARB No. 51, as revised, resulted in the deconsolidation of the subsidiary
trust that issued our trust preferred securities effective December 31, 2003, The consolidated income statements
include interest expense on subordinated debt payable to preferred securities trust beginning January 1, 2004 as
compared to periods through December 31, 2003 that included paymentis on the trusi preferred securities
classified as minority interest in income of consoclidated subsidiary.

(4) All per share amounts have been adjusted to reflect the three-for-two stock split effective June 15, 2007,

(5) Combined represents net income available to commeon stockholders divided by the combined total of Class A
and Class B weighted average common shares outstanding,

(6) Includes federal funds sold and investments available for sale.

(7) Managed statistics are non-GAAP financial measures and represent the sum of owned (GAAP) business credit
card statistics and securitized business credit card statistics. We believe that performance on a managed basis
provides useful supplemental information to investors because we retain interests in the securitized receivables
and, therefore, we have a financial interest in and exposure to the performance of the securitized receivables.

(8) See “Liquidity, Capital Resources and Analysis of Financial Condition” in Management’s Discussion and
Analysis of Financial Condition and Results of Operations for a reconciliation of managed assets to on-balance
sheet assets and a description of why management believes the ratio of equity to managed assets is useful to
investors,
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

In April 2007, the Board of Directors of Advanta Corp. approved a three-for-two stock split, in the form of a 50%
stock dividend payable June 15, 2007, on both Class A and Class B Common Stock. We have adjusted al! share
amounts and per share data in Management's Discussion and Analysis of Financial Condition and Results of
Operations to reflect the stock split for all periods presented.

Overview

Our Advanta Business Cards segment issues (through Advanta Bank Corp.) business purpose credit cards to small
businesses and business professionals in the United States. Our business credit card accounts provide approved
customers with unsecured revolving business credit lines. Advanta Business Cards revenue is generated through
interest earned on outstanding balances, interchange income, balance transfer fees, cash usage fees and other fees.
Through the first quarter of 2001, we had two additional lending businesses, Advanta Mortgage and Advanta
Leasing Services. In the first quarter of 2001, we completed our exit from the mortgage business, announced the
discontinuance of our leasing business, and restructured our corporate functions to a size commensurate with our
ongoing businesses. Changes in estimate related to our exit from the mortgage business and discontinuance of the
leasing business are reported as discontinued operations for all periods presented.

Our strategy in Advanta Business Cards is to maximize long-term profits by attracting and retaining high credit
quality customers and deepening our customer relationships. Our marketing campaigns have been designed to
achieve our strategy by utilizing competitively-priced product offerings that have typically included promotional
pricing and rewards. Our recent credit card product offerings were designed to be the best combinations of pricing,
rewards, features and customer service for small businesses and business professionals. We use a targeted approach
to market segments, aiming to anticipate the needs of various small businesses and business professionals, and to
offer products and services that are useful to them. Our strategy also involves strengthening and deepening our
relationships with our existing customers through our rewards programs, tailored promotional offers, on-line
account management tools and a high level of customer service.

Our primary competitors are among the largest issuers of credit cards in the United States. We believe our
exclusive focus on the small business market, as well as our experience in serving this market, provide us with a
competitive advantage as compared to these larger competitors. Small business credit cards generally represent a
less significant portion of our competitors’ businesses as compared to their consumer credit card portfolios. We
believe that our focus and size enable us to quickly respond to the market environment. The small business credit
card market has grown significantly in the past several years. We expect the continued migration of small businesses
to business credit cards from consumer credit cards and increased usage of business credit cards as a payment
vehicle to generate continued growth opportunities.

The current market and economic environments present us with inherent and specific challenges. The general
economic environment in the United States has had and may continue to have a significant impact on our results. We
believe that deterioration in the U.S. economy in the fourth quarter of 2007 has negatively impacted the credit
quality of our receivables and decreased rates of growth in customer merchandise sales volume in late 2007. We
have experienced continued increases in delinquency rates and lower growth in merchandise sales volume in
January 2008 which may negatively impact our 2008 results. Additional deterioration in the U.S. economy could
cause these trends to continue or worsen. We anticipate that the negative effects of the economic downturn will be
partially offset by higher net interest margin resulting from decreases in market interest rates. The intense
competition in the credit card industry may also affect our ability to attract and retain high credit quality customers
and to deepen or maintain our customer relationships. We believe that a strong U.S. economy could favorably
impact the credit quality of our receivables and increase customer activity. Improvement in the U.S. economy could
result in lower net interest margin that we believe could be partially offset by increases in customer merchandise
sales volume and improvements in the credit quality of our receivables.

In response to the current market and economic challenges, we continue to develop and refine our product
offerings, services and strategies to help us achieve our strategic objectives including originating and retaining
profitable relationships with high credit quality customers. As part of our response, we may continue to test new
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means of marketing to complement our direct mail offers and develop additional product offerings to meet and
anticipate the needs of small businesses and business professionals.

Income from continuing operations includes the following business segment results for the years ended
December 31:

($ in thousands, except per share amounts) 2007 2006 2005
Pretax income (loss):

Advanta Business Cards $126,485 $135,587 $ 88,905
Other'" (10,805) 1,401° 68274
Total pretax income 115,680 136,988 157,179
Income tax expense 44,652 52,740 40,490
Income from continuing operations S 71,028 % 84,248 $116,689
Per combined common share, assuming dilution g 161 $ 191 $ 268

(1)} Other for 2007 includes $12.0 million of expenses associated with a contingent obligation to indemnify Visa
Inc. for certain litigation matters. Other for 2005 includes a $67.7 million pretax gain on transfer of consumer
credit card business.

Our Advanta Business Cards segment offers business purpose credit cards. Our product offerings have been
competitively priced and have typically included promotional pricing and rewards. They were designed to
selectively attract and retain high credit quality customers and to respond to the competitive environment.
Promotional pricing reduces the interest yield on new accounts during the initial promotional periods.

The decrease in Advanta Business Cards pretax income for the year ended December 31, 2007 as compared to
2006 is due primarily to an increase in net principal charge-off and delinquency rates on owned and securitized
receivables and lower interest yields. The rate of new customer and receivables growth and our competitive product
offerings have increased the percentage of customers in the receivable portfolio with promotional or competitive
pricing, which has reduced average interest yields in the year ending December 31, 2007 as compared to 2(06. We
expect the average yield earned on business credit card receivables to increase in 2008 as introductory pricing
periods expire on many of the accounts originated in prior periods and based on our lower expected level of new
account originations as well as planned repricing and marketing strategies. Although we continued to originate high
credit quality customers in 2007, we had higher delinquency and net principal charge-off's rates in 2007 as compared
to 2006 due primarily to deterioration in the economic environment and seasoning of accounts within the receivable
portfolio, and as a result, we had higher provision for credit losses and tower securitization income. Additional
deterioration in the U.S. economy could further affect our provision for credit losses, securitization income and
results of operations. The unfavorable impact of higher provision for credit losses, lower securitization income and
lower interest yields in 2007 were partially offset by growth in average owned and securitized receivables, higher
transaction volume, gains on the sale of MasterCard Incorporated shares, and a decrease in operating expenses as a
percentage of owned and securitized receivables. We expect our operating expense percentage to increase in 2008 as
compared to 2007 based on the anticipated level of spending on new product offering initiatives to respond to the
current economic environment and potential changes in the regulatory environment.

Advanta Business Cards pretax income increased for the year ended December 31, 2006 as compared to 2005,
due primarily to growth in average owned and securitized receivables, higher transaction volume, improved asset
quality resulting in decreases in credit loss rates on owned and securitized receivables, and decreases in operating
expenses as a percentage of owned and securitized receivables. These favorable impacts were partially offset by
higher cost of funds on securitized receivables and a decline in yields on owned and securitized receivables as a
result of our competitively-priced product offerings and an increase in the percentage of customers in the receivable
portfolio with competitive and promotional pricing in 2006 as compared to 2005 due to a higher rate of receivables
growth.

Pretax income (loss) from continuing operations in each reporting period also includes venture capital
investment realized and unrealized gains or losses reflecting the market conditions for our venture capital
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investments in each respective period. We had a net gain of $1.2 million on venture capital investments for the year
ended December 31, 2007, gains of $1.4 millien for 2006, and a net gain of $593 thousand for 2005. The estimated
fair value of our venture capital investments was $413 thousand at December 31, 2007 and $1.0 million at
December 31, 2006. In recent years, we have limited our new venture capital investment activity and we presently
do not expect to make significant additional venture capital investments.

Pretax income for the year ended December 31, 2007 includes $12.0 million of expenses associated with a
contingent obligation to indemnify Visa Inc. for certain litigation matters, See “Contingencies” section of
Management’s Discussion and Analysis of Financial Condition and Results of Operations for further discussion.
Pretax income for the year ended December 31, 2005 includes a $67.7 million pretax gain on transfer of consumer
credit card business relating to our May 28, 2004 agreement with Bank of America Corp. (“Bank of America™). See
“Gain on Transfer of Consumer Credit Card Business” section of Management’s Discussion and Analysis of
Financial Condition and Results of Operations for further discussion.

Gain (loss), net, on discontinuance of mortgage and leasing businesses was comprised of the following
components for the years ended December 31:

($ in thousands, except per share amounts) 2007 2006 2005

Mortgage business pretax gain (loss) on discontinuance $ 800 $500 $(13,762)
Leasing business pretax gain on discontinuance 865 700 3,500
Income tax (expense) benefit 643y (462 4,002
Gain (loss), net, on discontinuance of mortgage and leasing businesses $1,022  $738 § (6,260)
Per combined common share, assuming dilution $ 002 $002 § (0.14)

In each of the periods presented, we revised our estimates related to the exit from the mortgage business and
discontinuance of the leasing business and recognized pretax gains or losses on discontinuance as shown in the table
above. See “Discontinued Operations” in Management’s Discussion and Analysis of Financial Condition and
Results of Operations for further discussion.

Critical Accounting Policies and Estimates

Our significant accounting policies are described in Note 2 to the consolidated financial statements. The preparation
of financial statements in accordance with U.S. generally accepted accounting principles (“GAAP”) requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting periods. Actual results could differ from those estimates. Estimates are
inherently subjective and are susceptible to significant revision as more information becomes available. Changes in
estimates could have a material impact on our financial position or results of operations. We have identified the
following as our most critical accounting policies and estimates because they require management’s most difficult,
subjective or complex judgments as a result of the need to make estimates about the effect of matters that are
inherently uncertain. We have discussed the development, selection and disclosure of the critical accounting
policies and estimates with the Audit Committee of the Board of Directors. Where management has provided
sensitivities below, they depict only certain possibilities out of a large set of possible scenarios. These sensitivities
do not reflect management’s expectations of changes and are for demonstrative purposes only.

Allowance for Receivable Losses

Receivables on the consolidated balance sheets are presented net of the allowance for receivable losses: The
allowance for receivable losses represents management’s estimate of probable losses inherent in the on-balance
sheet receivable portfolio. We establish the allowance for receivable losses through provisions charged to earnings.
We report provisions for credit losses, representing the portion of receivable losses attributable to principal,
separately on the consolidated income statements. We record provisions for interest and fee receivable losses as
direct reductions to interest and fee income. The allowance for receivable losses is evaluated on a regular basis by
management and is based upon management’s review of the collectibility of receivables in light of historical
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experience by receivable type, the nature and volume of the receivable portfolio, adverse situations that may affect
the borrowers’ ability to repay and prevailing economic conditions. Since our business credit card receivable
portfolio is comprised of smaller balance homogeneous receivables, we generally evaluate the receivables
collectively for impairment through the use of a migration analysis as well as the consideration of other factors
that may indicate increased risk of loss, such as bankrupt accounts, overlimit accounts or accounts that have been re-
aged or entered a workout program. A migration analysis is a technique used to estimate the likelihood that a
receivable or pool of receivables will progress through various delinquency stages and charge off. The allowance
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more
information becomes available. Changes in economic conditions, the composition and risk characteristics of the
receivables portfolio, bankruptcy laws or regulatory policies could impact our credit losses. A 10% change in the
allowance for business credit card receivable losses at December 31, 2007 would impact the allowance for
receivable losses and pretax income of the Advanta Business Cards segment by $6.7 million. See Note 5 to the
consolidated financial statements for a rollforward of the allowance for receivable losses including provisions and
charge-offs in each reporting period.

Securitization Income

A significant portion of our funding for the Advanta Business Cards segment is through securitizations. Retained
interests in securitizations are included in accounts receivable from securitizations on the consolidated balance
sheets. These assets are carried at estimated fair valve and the resuiting unrealized gain or loss from the valuation is
included in securitization income on the consolidated income statements. We estimate the fair vatue of retained
interests in securitizations based on a discounted cash flow analysis if quoted market prices are not available. We
estimate the cash flows of the retained interest-only strip as the excess of the interest yield on the pool of the
receivables sold over the sum of the interest rate earned by noteholders, the servicing fee and future credit losses
over the life of the existing receivables. We discount cash flows from the date the cash is expected to become
available to us using an interest rate that management believes a third party purchaser would demand. The
discounted cash flow analysis is inherently subjective as it requires estimates that are susceptible to significant
revision as more information becomes available. Changes in economic conditions, market interest rates, changes in
the level of payments on securitized receivables, the composition and risk characteristics of the securitized
receivables, bankruptcy laws or regulatory policies could cause actual cash flows from the securitized receivables to
vary from management’s estimates,

Note 6 to the consolidated financial statements summarizes the key assumptions used to estimate the fair value
of retained interests in securitizations during each of the reporting periods and at December 31, 2007 and 2006.
Note 6 also includes a sensitivity analysis of the valuations of retained interests in securitizations, assuming two
changes in each of those assumptions at December 31, 2007. See “Securitization Income” section of Management’s
Discussion and Analysis of Financial Condition and Results of Operations for a discussion of valuation adjustments
to retained interests in securitizations in each of the reporting periods.

Rewards Programs

We offer rewards programs with most of our business purpose credit cards. Under our rewards programs, customers
may earn cash back rewards and/or business rewards that can be redeemed for travel, gift certificates or
merchandise. We estimate the costs of future rewards redemptions and record a liability at the time rewards
are earned by the customer. These costs of future rewards redemptions are recorded as a reduction of other revenues
on the consolidated income statements. Estimates of the costs of future rewards redemptions require management to
make predictions about future customer behavior, including assumptions regarding the percentage of earned
rewards that customers will ultimately redeem and the cost of business rewards. We base the assumptions on
historical experience, consideration of changes in portfolio composition and changes in the rewards programs,
including redemption terms. It is reasonably possible that actual results will differ from our estimates or that our
estimated liability for these programs may change. If either the estimated percentage of earned rewards that
customers will ultimately redeem for each program or the estimated cost per redeemed reward point increased by
10% at December 31, 2007, other revenues of the Advania Business Cards segment would decrease $3.8 million and
other liabilities would increase by the same amount.
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We revised our estimated costs of future rewards redemptions in each of the three years ended December 31,
2007 based on changes in experience in redemption rates and the costs of business rewards redeemed, and/or
changes in the rewards programs. The changes in estimated costs of future rewards redemptions increased other
revenues $2.2 million in the year ended December 31, 2007, $500 thousand in 2006 and decreased other revenues
$1.2 million in 2005.

Income Taxes

Qur effective tax rate is based on expected income, statutory tax rates, current tax law, changes in uncertain tax
positions and tax planning opportunities available to us in the various jurisdictions in which we operate.
Management judgment is required in determining our effective tax rate and in evaluvating our tax positions. While
it is often difficult to predict the final outcome or the timing of resolution of any particular tax matter, we believe
that our liability for uncertain tax positions reflects the probable outcome of known tax contingenciés.

Tax positions taken or expecled to be taken in a tax return are evaluated using a threshold that it is more likely
than not that the tax position will be sustained upon examination. If a tax position meets the more-likely-than-not
recognition threshold, it is initially and subsequently measured as the largest amount of benefit that is greater than
50% likely of being realized upon ultimate settlement. This analysis is inherently subjective, as it requires
management to forecast the outcome of future tax examinations and the amount of tax benefits that will ultimately
be realized given the facts, circumstances, and information available at the reporting date. New information may
become available in future periods that could cause the actual amount of tax benefits to vary from management’s
estimates.

Deferred income tax assets and liabilities are determined based on the tax effects of the temporary differences
between the book and tax bases of the various assets and liabilities and give current recognition to changes in tax
rates and laws. Changes in tax laws, rates, regulations and policies, or the final determination of tax audits or
examinations, could materially affect our tax estimates and are outside of our control. We evaluate the realizability
of the deferred tax asset and recognize a valuation allowance if, based on the weight of available evidence, it is more
likely than not that some portion or all of the deferred tax asset will not be realized. When evaluating the
realizability of the deferred tax asset, we consider estimates of expected future taxable income, existing and
projected book/tax differences, tax planning strategies available, and the general and industry specific economic
outlook. Estimates of expected future taxable income are based on forecasts for continuing operations over a
reasonable forecasting horizon and the general and industry specific economic outlook. This realizability analysis is
inherently subjective, as it requires management to forecast the business credit card market and the competitive and
general economic environment in future periods.

Changes in estimates of deferred tax asset realizability or effective tax rates may impact the income tax
expense of our Advanta Business Cards segment, other continuing operations not attributable to segments or
discontinued .operations, depending on the circumstances associated with the change in estimate. The net deferred
tax asset is included in other assets on the consolidated balance sheets. A 10% decrease in the estimated realizability
of our net deferred tax assets would decrease deferred tax assets and increase income tax expense by $3.8 million at
December 31, 2007. A 100 basis point increase in our effective tax rate, which includes provisions for uncertain tax
positions, would increase our income tax expense attributable to continuing operations by $1.2 million for the year
ended December 31, 2007.

In January 2003, we received the Internal Revenue Service’s final approval of the settlement of tax disputes in
our May 28, 2004 agreement with Bank of America. The settlement resulted in a reduction of our deferred tax asset
related to net operating loss carryforwards and a reduction in the valuation allowance in 2005. See “Income Taxes”
section of Management’s Discussion and Analysis of Financial Condition and Results of Operations for further
discussion.

Advanta Business Cards

Advanta Business Cards originates new accounts directly and through the use of third parties. The following table
provides key statistical information on our business credit card portfolio for the years ended December 31. Credit
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quality statistics for the business credit card portfolio are included in the “Provision and Allowance for Receivable
l.osses” section of Management’s Discussion and Analysis of Financial Condition and Results of Operations.

($ in thousands) 2007 2006 2005

Average owned receivables $ 1227967 3 1,059366 $ 835,093
Average securitized receivables $ 4,696,289 $ 3,337,888  $2,675,906
Customer transaction volume $14.444.072 $12.342,149  $9,830,979
New account originations . 335,147 370,564 237,005
Average number of active accounts'" 905,497 713,302 598,839
Ending number of accounts at December 31 1,316,523 1,126,083 877,114

(1) Active accounts are defined as accounts with a balance at month-end. Active account statistics do not include
charged-off accounts. The statistics reported above are the average number of active accounts for the years
ended December 31.

The decrease in new account onginations for year ended December 31, 2007 as compared to 2006 is due
primarily to a reduction in mail volume in direct mail account acquisition campaigns. Based on planned marketing
strategies and in response to current economic conditions, we expect to originate less new accounts in 2008 as
compared to 2007. The increase in new account originations for the year ended December 31, 2006 as compared to
2005 is due to enhanced product offerings resulting in improved effectiveness in account acquisition campaigns as
well as the size and number of accouni acquisition campaigns.

The components of pretax income for Advanta Business Cards for the years ended December 31 were as
follows:

($ in thousands) 2007 2006 2005

Net interest income on owned interest-earning assets $102333 § 97505 § 85,670
Noninterest revenues 358,791 332,924 284,556
Provision for credit losses (58,200) (38,650) (40,315)
QOperating expenses (276,439) (256,192}  (241,006)
Pretax income ' $126,485 $135587 § 88905

Net interest income on owned interest-earning assets increased $4.8 million for the year ended December 31,
2007 as compared to 2006 and increased $11.8 million for the year ended December 31, 2006 as compared to 2005.
The increases in both years were due primarily to increases in average owned business credit card receivables,
partially offset by decreases in the average yield earned on our business credit card receivables as a result of our
competitively-priced product offerings and an increase in the percentage of customers in the receivable portfolio
with promoticnal or competitive pricing as compared to the prior year. Net interest income in 2007 also includes the
benefit of deposit insurance credit sale gains of $1.9 mitlion. For segment reporting purposes, these gains are
included in the allocation of interest expense to Advanta Business Cards. Average owned business credit card
receivables increased $168 million for the year ended December 31, 2007 as compared to 2006, and increased
$224 million for the year ended December 31, 2006 as compared to 2005.

Noninterest revenues include securitization income, servicing revenues, interchange income and other
revenues, and are reduced by rewards costs. Noninterest revenues increased $25.9 million for the year ended
December 31, 2007 as compared to 2006 and increased $48.4 million for the year ended December 31, 2006 as
compared to 2005. The increases in both years are due primarily to higher merchandise sales transaction volume
that resutted in higher interchange income and increased volume of securitized receivables that resulted in higher
servicing fees, partially offset by higher rewards costs. Securitization income decreased for the year ended
December 31, 2007 as compared to 2006 due primarily to an increase in net principal charge-off and delinquency
rates and a decrease in average yield on securitized receivables, partially offset by growth in average securitized
receivables. Securitization income for 2007 includes an unfavorable valuation adjustment to retained interests in
securitizations of $17.2 million resulting primarily from an increase in estimated future credit losses on securitized
receivables at December 31, 2007 as compared to prior estimates, and an increase in discount rates resulting from

31




the credit market environment. Securitization income increased for 2006 as compared to 2005 due to increased
volume of securitized receivables and decreases in the net principal charge-off rates on securitized receivables,
partially offset by an increase in the floating interest rates earned by noteholders and a decrease in yields on
securitized receivables. Noninterest revenues also include investment gains on the sale of MasterCard Incorporated
shares of $6.2 million in 2007 and $2.4 million in 2006.

The increase in provision for credit losses for the year ended December 31, 2007 as compared to 2006 was due
primarily to increases in delinquency and net principal charge-off rate trends, and also reflects the increase in
average owned business credit card receivables. The increases in delinquency and net principal charge-off rates are
the result of the current economic environment and seasoning of accounts within the receivables portfolio. The
decrease in provision for credit losses for the year ended December 31, 2006 as compared to 2005 was due primarily
1o lower bankrupicy petition filings and improved credit quality of the portfolio, partially offset by increases in
average owned business credit card receivables. See “Provision and Allowance for Receivable Losses” section of
Management’s Discussion and Analysis of Financial Condition and Resuiis of Operations for more detailed
discussion and a table of credit quality data.

Operating expenses for the year ended December 31, 2007 increased as compared to 2006 due primarily to
higher personnel costs, costs related to growth in accounts and owned and securitized receivables, expenses
associated with profitability initiatives, and higher fraud losses, partially offset by lower marketing costs. The
decrease in marketing costs for the year ended December 31, 2007 as compared to 2006 was due primarily to
incremental customer acquisition costs largely associated with new prospect lists incurred in 2006. Operating
expenses for the year ended December 31, 2006 increased as compared to 2005 due primarily to higher amortization
of deferred origination costs related to the increases in new account originations, and higher business credit card
marketing expenses related to incremental customer acquisition costs,

Interest Income and Expense

($ in thousands) Year Ended December 31,

2007 2006 2005
Interest income ’ $195,647  $169,755  $139,601
Interest expense 99.331 75,310 57,586

Total interest income increased $25.9 million for the year ended December 31, 2007 as compared to 2006. The
increase in total interest income for 2007 was due primarily to an increase in average balances of owned business
credit card receivables, federal funds sold and investments, partially offset by a decrease in the average yield earned
on our business credit card receivables. The decrease in the average yield on our business credit card receivables was
primarily the result of an increase in the percentage of customers in the receivable portfolio with competitive and
promotional pricing in 2007 as compared to 2006. We expect the average yield earned on business credit card
receivables to increase in 2008 as introductory pricing periods expire on many of the accounts originated in prior
periods and based on our lower expected level of new account originations as well as planned repricing and
marketing strategies.

Total interest income increased $30.2 million for the year ended December 31, 2006 as compared to 2005 due
primarily to an increase in average owned business credit card receivables and federal funds sold, and an increase in
average yields earned on our federal funds sold and investments, partially offset by decreases in the average yield
eammed on our business credit card receivables. The decrease in the average yield on our business credit card
receivables for 2006 was primarily the result of an increase in the percentage of customers in the receivable portfolio
with competitive and promotional pricing as compared to 2005 due to a higher rate of receivables growth in 2006.

Total interest expense increased $24.0 million for the year ended December 31, 2007 as compared to 2006 and
increased $17.7 million for the year ended December 31, 2006 as compared to 2005. The increases in total interest
expense were due primarily to increases in deposits outstanding and increases in the average cost of funds on
deposits resulting from the interest rate environment. Average deposits increased $278 million for the year ended
December 31, 2007 as compared to 2006 and increased $206 million for the year ended December 31, 2006 as
compared to 2005. We expect our average cost of funds on deposits to decrease in 2008 based on our expectations
for market interest rate movements in 2008,
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The following table provides an analysis of interest income and expense data, average balance sheet data, net
interest spread and net interest margin. The net interest spread represents the difference between the yield on
interest-earning assets and the average rate paid on interest-bearing liabilities. The net interest margin represents net
interest earnings divided by total interest-earning assets. Interest income includes late fees on business credit card

receivables,

Interest Rate Analysis and Average Balances
Year Ended December 31,

2007 2006 2005
Average Average  Average Average  Average Average
{$ in thousands) Balance Interest Rate Balance Interest Rate Balance Interest Rate
Interest-carning assets:
Owned receivables:
Business credit cards™’ $1.227.967 $136806 11.14% $1,059,566 $125.580 11.85% § 835093 $106888 12.80%
Other receivables 7,533 413 5.48 7,656 375 4.90 8,987 475 529
Total receivables 1,235,500 137,219 1L 1,067,222 125955 11.80 844,080 107,363 1272
Federal funds sold 579,768 29,091 5.02 396,835 20,003 504 372,389 12,067 3.24
Restricied interest-bearing deposits 582 30 515 1,321 506 379 1,806 37 2.05
Tax-free invesiments'” 310 22 7.10 576 31 5.38 968 59 6.10
Taxable investments 170,520 8,844 5.19 126,119 5,568 4.4] 166,578 5.287 3.17
Retained interests in securitizations 228,361 20,449 8.95 203,921 18,158 890 168,907 14,809 8.77
Interest-earning assets of
discontinued operations 0 4] 0.00 0 0 0.00 7,724 677 8.76
Total interest-earning assets'™ 2215041 $195.655  8.83% 1795994 $169765  945% 1562452 5140299  8.98%
Noninterest-earning assets 344,693 444,984 406,943
Total assets $2,559,734 $2,240,978 $1,969,395
Interest-bearing liabilities:
Deposits:
Money market savings § 87,796 § 4322 492% $ 47835 $§ 2253 4M% § 7610 5 218 2.86%
Time deposits under $100,000 494,248 25,037 5.07 428,192 18,867 441 401,641 14,146 352
Time deposits of $100,000 or more 877,192 45,121 5.14 705,203 31,159 4.42 565,694 19,381 3.43
Total deposits 1,459,236 74,480 5.10 1,181,230 52,279 443 974,945 33,745 3.46
Debt 224,379 15,492 6.90 216,364 13,818 6.39 241,482 14,877 6.16
Subordinated debt payable to
preferred securities trust 103,093 9,268 8.99 103,093 9,167 8.89 103,093 9,158 8.88
Other borrowings 1,088 91 8.36 850 46 542 61 2 3.75
Tota! interest-bearing labilities™® 1,781,796 $ 99331  5.56% 1,501,537 § 75310  5.02% 1,319,581 §$ 57.782  4.38%
Noninterest-bearing liabilities 183,503 201,443 170,484
Tolal liabilities 1,971,299 1,702,980 1,490,065
Stockholders' equity 588,435 537,998 479,330
Total liabilities and stockholders’
equity $2,559,734 $2,240,978 $1,969,395
Net interest spread AN% A43% _4.60%
Net interest margin 4.35% 5.26% 5.28%

|1

(1) Interest income includes late fees for owned business credit card receivables of $9.3 million for the year ended
December 31, 2007, $8.5 million for 2006, and $7.1 million for 2005.
(2) Interest and average rate for tax-free securities are computed on a tax equivalent basis using a statutory rate of

35%.

(3) Includes assets held and available for sale and nonaccrual receivables,
(4) Includes funding of assets for both continuing and discontinued operations for the year ended December 31,

2005.
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Interest Variance Analysis

The following table presents the effects of changes in average volume and interest rates on individual financial
statement line items on a tax equivalent basis using a statutory rate of 35%. The effects on individual financial
statement line items are not necessarily indicative of the overall effect on net interest income. Total interest income
includes income from assets held and available for sale.

2007 vs, 2006
Increase (Decrease) Due to

2006 vs. 2005

Increase (Decrease) Due to

Changes Changes Changes Total Changes Changes Changes Total
in in in Rate/ Increase in in in Rate/ Increase
($ in thousands) Volume'" Rate'? Volume™  (Decrease) Volume'”  Rate™  Volume™  (Decrease}
Interest income from:
Owned receivables:
Business credit cards 519956 % (7,523y $(1.207)  $11,226 §28.733  5(7.933) $(2.108) §18.4692
Other receivithles %) 44 0 38 (10} (35 5 (100)
Federal funds sold 9,220 (79) (53) 9,088 792 6,703 44] 7,936
Restricted interest-bearing deposits (28) 18 10y 20) 10 31 (8 13
Tax-free investments (14) 10 (5) ) (24) (€3} 3 (28)
Taxable investments 1,958 984 334 3,276 {1,283} 2,066 (502) 281
Retained interests in securitizations 2,175 102 14 2,291 3,071 220 58 3,349
interest-carning assets of
discontinued operations 0 0 0 0 &77) 0 0 (677)
Total interest income $33,261 $ (6444 § (927 $25,890 $30,532 %1045 2,111y $29.466
Interest expense on:
Deposits:
Money market savings 51882 §$ 100 $ 87 $ 2,069 $1,50 § 141 § 744 $ 2,035
Time deposits under $100,000 2913 2,826 431 6,170 935 3,575 211 4,721
Time deposits of $100,000 or
more 7,602 5,077 1,283 13,962 4,785 5,600 1,393 11,778
Debt 512 1,103 59 1,674 (1,547) 555 D (1,059
Subordinated debt payable 1o
preferred securities trust Q 101 0 1)1 Q 9 Q 9
Other borrowings 13 25 7 45 30 1 13 44
Total interest expense 12,922 9232 1867 24021 5353 9881 2,294 17,528
Net interest income 520,339  $(15,676) $(2,794) $ 1,869 $25,179 $(8.836)  $(4,405) $11,938
(1) Equals change in volume multiplied by prior year rate.
(2) Equals change in rate multiplied by prior year volume.
(3) Equals change in rate multiplied by change in volume.
Provision and Allowance for Receivable Losses
Year Ended December 31,
($ in thousands) 2007 2006 2005
Provision for credit losses $58,165  $38,600 $40,297
Provision for interest and fee losses 11,588 8,830 9,270

For the year ended December 31, 2007, provision for credit losses on a consolidated basis increased $19.6 million as
compared to 2006, and the provision for interest and fee losses on business credit card receivables, which is
recorded as a direct reduction to interest and fee income, increased $2.8 million as compared to 2006. The increases
in the provisions were due primarily to increases in delinquency and net principal charge-off rate trends, which
reflect the current economic environment and seasoning of accounts that were acquired in recent years. Also
contributing to the increase was the increase in average owned business credit card receivables of $168 million for
the year ended December 31, 2007 as compared to 2006.

For the year ended December 31, 2006, provision for credit losses on a consolidated basis decreased
$1.7 million as compared to 2005, and the provision for interest and fee losses, which is recorded as a direct
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reduction to interest and fee income, decreased $440 thousand as compared to 2005. The decreases in provision for
credit losses and provision for interest and fee losses were due primarily to a reduction in the estimate of losses
inherent in the portfolio based on delinquency and charge-off trends and the composition of the portfolio that
included more high credit quality customers, partially offset by growth in average owned business credit card
receivables of $224 million for the year ended December 31, 2006 as compared to 2005. Charge-off rates in 2006
were impacted by the change in bankruptcy law on October 17, 2005 that resulted in receipt of a significantly higher
than average number of bankruptcy filings in September through November 2003, as borrowers rushed to file their
petitions before the new bankruptcy law took effect. We estimated that the surge in bankruptcy petition filings in
2005 principally reflected an acceleration of losses that we otherwise would have expected to occur in later periods,
including the first half of 2006. Subsequent to periods impacted by the 2005 acceleration, we experienced lower
levels of monthly bankrupicy petition filings as compared to the months preceding the surge in 2005. The
acceleration of bankruptcy charge-offs into 2005, the subsequent reduction in bankruptcy petition filings and
improved credit quality each contributed to the lower level of charge-offs for the year ended December 31, 2006.

The allowance for receivable losses on business credit card receivables was $67.4 million as of December 31,
2007, or 6.53% of owned receivables, which was higher as a percentage of owned receivables than the allowance of
$49.7 million, or 4.39% of owned receivables, as of December 31, 2006. The increase in the allowance for
receivable losses reflects an increase in the estimate of losses inherent in the portfolio based on increases in
delinquent receivables as of December 31, 2007 as compared to December 31, 2006, recent trends in net principal
charge-off rates and the current composition of the portfolio. The increases in delinquencies and charge-offs reflect
the current economic environment and seasoning of accounts that were acquired in recent years.

In December 2006, the federal financial institutions regulatory agencies issued the Interagency Policy
Staternent on the Allowance for Loan and Lease Losses that replaces the banking agencies’ previous policy
statement on allowance for lean and lease losses. The policy statement was revised to ensure consistency with
GAAP and describes the responsibilities of the board of directors, management and bank examiners regarding the
allowance for loan and lease losses. In accordance with the guidance in the policy statement, management
implemented enhancements to the allowance process and documentation in 2007 and 2006 that had no material
impact on our financial position or results of operations.

Our charge-off and re-age policies conform to the Uniform Retail Credit Classification and Account
Management Policy, as well as the Credit Card Lending Guidance, issued by the federal financial institutions
regulatory agencies. Our charge-off policy for contractually delinquent business credit card accounts is to charge-
off an unpaid receivable no later than the end of the month in which it becomes and remains past due 180 cumulative
days from the contractual due date. Our charge-off policy for bankrupt business credit card accounts is to charge-off
the unpaid receivable within 60 days of receipt of notification of filing from the bankruptcy coust or within the
timeframes adopted in the Uniform Retail Credir Classification and Account Management Policy, whichever is
shorter.
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The following table provides credit quality data as of and for the year-to-date periods indicated for our owned
business credit card receivable portfolio, including a summary of allowances for receivable losses, delinquencies,
nonaccrual receivables, accruing receivables past due 90 days or more, and net principal charge-offs. Accounts
previously reported as delinquent that have been re-aged after meeting prescribed criteria and therefore are not
reported in delinquency statistics were $3.8 million at December 31, 2007 and $5.2 million at December 31, 2006.
Gross interest income that would have been recorded for nonaccrual receivables, had interest been accrued
throughout the year in accordance with the assets’ original terms, was approximately $3.1 million for the year ended
December 31, 2007, $3.4 million for 2006 and $3.8 million for 2005.

December 31,
(§ in thonsands) 2007 2006 2005 2004 2003
Business Credit Cards — Owned )
Allowance for receivable losses $67,368 349,715  $44323  $49,190 $47,041
Receivables 30 days or more delinquent 42,424 26,053 23,595 28,287 25,301
Receivables 90 days or more delinquent 19,204 12,632 10,837 13,638 12,696
Nonaccrual receivables 10,104 10,524 11,476 11,393 7,866
Accruing receivablies past due 90 days or more 17,213 11,302 9,479 12,233 11,320
As a percentage of gross receivables:
Allowance for receivable losses 6.53% 4.39% 5.04% 6.73% 9.08%
Receivables 30 days or more delinquent 4.11 2,30 2.68 3.87 4.88
Receivables 90 days or more delinguent 1.86 1.11 1.23 1.87 2.45
Nonaccrual receivables 0.98 0.93 1.30 1.56 1.52
Accruing receivables past due 90 days or more 1.67 1.00 1.08 1.67 2.19
Net principal charge-offs $41,589  $33,775  $44,865 $39,936  $43,670
As a percentage of average gross receivables:

Net principal charge-offs 3.39% 3.19% 5.37% 6.38% 7.42%

Securitization Income

We sell business credit card receivables through securitizations accounted for as sales under GAAP. We continue to
own and service the accounts that generate the securitized receivables. Qur retained interests in securitizations
entitle us to the excess spread on the securitized receivables. Excess spread represents income-related cash flows on
securitized receivables net of noteholders’ interest, servicing fees and credit losses. Fair value estimates used in the
recognition of securitization income include estimates of future cash flows of interest income on securitized
receivables in excess of interest expense (interest earned by noteholders), servicing fees and credit losses over the
life of the existing securitized receivables.

Securitization income decreased for the year ended December 31, 2007 as compared to 2006 due primarily to
an increase in net principal charge-off and delinquency rates on securitized receivables and a decrease in average
yield on securitized receivables, partially offset by growth in average securitized receivables. The trends and future
expectations for yields on securitized receivables are similar to those described in the “Interest Income and
Expense” section of Management’s Discussion and Analysis of Financial Condition and Results of Operations. We
expect a decrease in the average floating interest rate earned by noteholders in 2008 as compared to 2007 based on
current market expectations for future interest rates. The increase in net principal charge-off and delinquency rates
on securitized receivables in 2007 reflects the current economic environment and seasoning of accounts within the
securitized receivable portfolio that were acquired in 20035 and 2006. Securitization income includes an unfavorable
valuation adjustment to retained interests in securitizations of $17.2 million for the year ended December 31, 2007.
The unfavorable valuation adjustment was due primarily to an increase in estimated future credit losses on
securitized receivables at December 31, 2007 as compared to prior estimates and an increase in discount rates
resulting from the credit market environment,

36




Securitization income increased for the year ended December 31, 2006 as compared to 2005 due to growth in
average securitized receivables and decreases in the net principal charge-off rates on securitized receivables,
pattially offset by an increase in the floating interest rates earned by noteholders and a decrease in average yield on
securitized receivables. The average yield on securitized receivables decreased for the year ended December 31,
2006 as compared to 2005 as a result of an increase in the percentage of customers in the receivable portfolio with
competitive and promotional pricing in 2006 as compared to 2005 due to a higher rate of receivables growth. The
increase in the floating interest rates earned by noteholders for the year ended December 31, 2006 as compared to
2005 resulted from the rising interest rate environment. The decrease in charge-off rates on securitized receivables
for the year ended December 31, 2006 as compared to 2005 was due to lower bankruptcy petition filings, improved
asset quality of the portfolio and the impact of the change in bankruptcy law in 2005 discussed in the “Provision and
Allowance for Receivable Losses” section of Management’s Discussion and Analysis of Financial Condition and
Results of Operations. We estimated that the increase in bankruptcy charge-offs in 2005 principally reflected an
acceleration of losses that we otherwise would have expected to occur in later periods, including the first half of
2006, As a result of lower yields, higher floating interest rates earned by noteholders, the impact of the timing of
bankruptcy charge-offs and our expectations regarding future charge-off rates, our estimate of future cash flows
over the three-month weighted average life of the existing securitized receivables decreased in the year ended
December 31, 2006 as compared to the estimates as of December 31, 2005, which resulted in an unfavorable
valuation adjustment 1o the retained interest-only strip of $3.5 million in 2006. The acceleration of bankruptcy
charge-offs in 2005 lowered our estimate of future credit losses over the life of the existing receivables at
December 31, 2005, resulting in a favorable valuation adjustment to the retained interest-only strip of $3.5 million
as of December 31, 2005,

Managed Receivable Data

In addition to evaluating the financial performance of the Advanta Business Cards segment under GAAP, we
evaluate Advanta Business Cards’ performance on a managed basis. Our managed business credit card receivable
portfolio is comprised of both owned and securitized business credit card receivables. We believe that performance
on a managed basis provides useful supplemental information to investors because we refain interests in the
securitized receivables and, therefore, we have a financial interest in and exposure to the performance of the
securitized receivables. Revenue and credit data on the managed portfolio provides additional information useful in
understanding the performance of the retained interests in securitizations.
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The following tables provide managed data for Advanta Business Cards and a reconciliation of the managed
data to the most directly comparable GAAP financial measures:

Managed Financial Measures and Statistics

Advanta Advanta

. Business GA‘A([]’) Secl_lritization Business Man.a%e)d
(% in thousands) Cards GAAP  Ratio Adjustments Cards Managed Ratio
Year Ended December 31, 2007
Net interest income $ 102,333 7.03% % 316,380 $ 418,713 7.07%
Provision for credit losses 58,200 4.00 193,365 253,565 4.28
Noninterest revenues 358,791 24.64 (121,015 237,776 4.01
Average business credit card interest-earning

assets 1,456,328 4,467,928 5,924,256
Year Ended December 31, 2006
Net interest income $ 97505 7.72% $ 260,319 $ 357,824 8.14%
Provision for credit losses 38,630 3.06 119,727® 158,377 3.60
Noninterest revenues 332,924 26.35 (140,592) 192,332 4,37
Average business credit card interest-earning

assets 1,263,487 3,133,907 4,397,454
Year Ended December 31, 2005
Net interest income $ 85,670 8.53% $ 280,021 $ 365,091 10.42%
Provision for credit losses 40,315 4.02 152,118% 192,433 543
Noninterest revenues 284,556 28.34 (127,503 156,653 4.46
Average business credit card interest-earning

assets 1,004,000 2,506,999 3,510,999
As of December 31, 2007
Ending business credit card receivables $1,031,607 $5,315421 $6,347,028
Receivables 30 days or mere delinquent 42,424 4.11% 229,808 272,232 4.29%
Receivables 90 days or more delinquent 19,204 1.86 105,577 124,781 1.97
As of December 31, 2006
Ending business credit card receivables $1,133,132 $4.073,128 $5,206,260
Receivables 30 days or more delinquent 26,053 2.30% 108,159 134,212 2.58%
Receivables 90 days or more delinquent 12,632 1.11 52,279 64,911 1.25

(1} Ratios are as a percentage of average business credit card interest-earning assets except delinquency ratios
which are as a percentage of ending business credit card receivables.

{2} Includes the amount by which the credit losses would have been higher had the securitized receivables
remained as owned and the provision for credit losses on securitized receivables been equal to actual reported
charge-offs. Provision for credit losses also includes unfavorable valuation adjustments to retained interests in
securitizations of $17.2 million for the year ended December 31, 2007 and $3.5 million for 2006. The year
ended December 31, 2005 includes a $3.5 million favorable valuation adjustment to retained interests in
securitizations as a reduction to provision for credit losses.

Servicing Revenues

Servicing revenues were $92.4 million for the year ended December 31, 2007, $63.7 million for 2006 and
$51.1 million for 2005. The increases in servicing revenues in 2007 and 2006 were due to increased volume of

securitized business credit card receivables.
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Other Revenues
Year Ended December 31,

($ in thousands) 2007 2006 2005
Interchange income $249,481  $203.369  $164,853
Cash back rewards (61,040) (45,845 (33,581)
Business rewards (25,663) (22,216) (20,140)
Investment securities gains, net 9,395 5,508 780
Balance transfer fees 8,308 7,848 3,561
Cash usage fees 4,089 3,487 3,199
Other business credit card fees 4,705 3,545 3,283
Earnings on investment in Fleet Credit Card Services, L.P. 2,580 1,246 1,948
Other, net 3,211 2,349 4,807
Total other revenues, net $195,064 $159,291  $130,710

Interchange income includes interchange fees on both owned and securitized business credit cards. The increases in
interchange income for the years ended December 31, 2007 and 2006, each as compared to the prior year, were due
primarily to higher merchandise sales transaction volume. The average interchange rate was 2.2% for each of the
years ended December 31, 2007, 2006 and 2005.

The increases in cash back rewards for the years ended December 31, 2007 and 2006, each as compared to the
prior year, were due primarily to higher merchandise sales transaction volume and a higher number of business
credit card accounts in the cash back rewards programs. The increases in business rewards for the years ended
December 31, 2007 and 2006, each as compared to the prior year, were due primarily to higher merchandise sales
transaction volume, partially offset by changes in estimates of costs of future rewards redemptions. Each of the three
years ended December 31, 2007 includes changes in estimates of costs of future rewards redemptions based on
changes in experience in redemption rates and the costs of business rewards redeemed, and/or changes in the
rewards programs. Changes in estimates increased other revenues $2.2 million in the year ended December 31, 2007
as compared to an increase of $500 thousand in 2006 and a decrease of $1.2 million in 2005,

Investment securities gains, net, include realized gains on the sale of MasterCard Incorporated shares of
$6.2 million in 2007 and $2.4 million in 2006. We alse own Class USA common shares of Visa Inc. Our remaining
MasterCard Class B common shares and our Visa Inc. Class USA common shares have zero cost basis and no book
value. Investment securities gains, net, also include a net gain of $1.2 million on venture capital investments for the
year ended December 31, 2007, venture capital gains of $1.4 million for 2006, and a net venture capital gain of $593
thousand for 2005.

The increase in balance transfer fees for the year ended December 31, 2006 as compared to 2005 was due
primarily to a higher volume of balance transfers resulting from higher new account originations.

In 2007, our bank subsidiaries sold Federal Deposit Insurance Corporation deposit insurance credits to third-
party banks. Other revenues include gains of $1.9 million in the year ended December 31, 2007 related to these
sales, '

Gain on Transfer of Consumer Credit Card Business

On May 28, 2004, Advanta Corp. and certain of its subsidiaries and Bank of America signed an agreement to resolve
all outstanding litigation, including partnership tax disputes, between Advanta and Fleet Financial Group, Inc.
(“Fleet”™), which was acquired by Bank of America, relating to the transfer of our consumer credit card business to
Fleet Credit Card Services, L.P. in 1998. The agreement was subject to the Internal Revenue Service’s final approval
of the settlement of the tax disputes. We received the final approval of the Internal Revenue Service in January 2005
and, as a result, we received $63.8 million in cash from Bank of America in February 2005, representing a return of
the payments that we made to Fleet in Delaware state court litigation in February 2004. Consistent with the terms of
our agreement with Bank of America, all outstanding litigation between Advanta and Fleet was dismissed in
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February 2005. The overall impact of the agreement with Bank of America, including the cash received, settlement
of the tax disputes and reevaluation of the valuation allowance on deferred tax assets, was a pretax gain of
$67.7 million, tax expense of $5.6 million and an increase in additional paid-in capital of $6.0 million in the year
ended December 31, 2005. See “Income Taxes” section of Management’s Discussion and Analysis of Financial
Condition and Results of Operations for further discussion of the income tax impact of our May 28, 2004 agreement
with Bank of America,

Operating Expenses

;

Year Ended December 31,

(§ in thousands) 2007 2006 2005

Salaries and employee benefits $106,303 $ 96,371 § 96,012
Amortization of deferred origination costs, net 50,054 48,285 41,729
External processing 28,457 25,072 21,216
Marketing : 15,609 23,193 20,560
Professtonal fees 15,603 11,907 12,236
Visa indemnification 11,984 0 0
Equipment 11,497 9,942 10,954
Occupancy 9,465 9,102 8,180
Fraud 7,742 3,093 2,804
Postage 5,946 4,830 3,927
Other 26,308 25,017 25,440
Total operating expenses $288,968 $256,812  $243,058

Salaries and employee benefits increased for the year ended December 31, 2007 as compared to 2006 due primarily
to personnel hires, increases in executive compensation and higher employee stock option expense, partially offset
by lower incentive compensation expense. Salaries and employee benefits for the year ended December 31, 2006
include an increase in expense related to employee stock options resulting from the adoption of Statement of
Financial Accounting Standards (“SFAS”) No. 123R, Share-Based Payment, discussed below. Salaries and
employee benefits for the year ended December 31, 2005 include $2.9 million of expense associated with a
separation agreement with a former executive in the first quarter of 2005, and a reduction in staffing levels
implemented in the second quarter of 2005 as part of productivity and efficiency initiatives that resulted in
$2.1 million of severance and related costs. '

In December 2004, the FASB issued SFAS-No. 123R that addresses accounting for equity-based compensation
arrangements, including employee stock options. Entities are required to measure the cost of employee services
received in exchange for awards of equity instruments at the grant date of the award using a fair value based method.
Prior to January 1, 2006, we used the intrinsic value based method of accounting for employee stock options
permitted by SFAS No. 123 Accounting for Stock Based Compensation, as amended by SFAS No. 148, Accounting
for Stock-Based Compensation — Transition and Disclosure, and, as a result, had not recognized compensation
expense for options granted to employees that had no intrinsic value at grant date. We adopted SFAS No. 123R on
January 1, 2006 using the modified prospective method. We recognized $5.4 million of salaries and employee
benefits expense related to employee stock options for the vear ended December 31, 2007 as compared to
$3.8 million for 2006. The increase was due primarily to higher fair values of options granted in later years. As of
December 31, 2007, total uarecognized compensation expense relfated to outstanding stock options was $12.0 mil-
lion and the expense 15 expected to be recognized over a weighted average period of 2.1 years. We also have
nonvested shares, As of December 31, 2007, there was $12.6 million of total unrecognized compensation expense
related to outstanding nonvested shares and we expect to recognize the expense over a weighted average period of
2.3 years.

Amounts paid to third parties to acquire business credit card accounts and certain other origination costs arc
deferred and netted against any related business credit card origination fee, and the net amount is amortized on a
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straight-line basis over a privilege period of one year. Amortization of deferred origination costs, net, increased for
the year ended December 31, 2006, as compared to the prior year, due primarily to an increase in new account
originations, partially offset by a decrease in our average acquisition cost per account due to enhanced product
offerings resulting in improved effectiveness in account acquisition campaigns.

External processing expense increased for the years ended December 31, 2007 and 2006, each as compared to
the prior year, due primarily to an increase in the number of accounts and higher transaction volume. External
processing expense in 2007 also includes higher processing costs associated with the pilot of new outsourcing
initiatives.

Marketing expense decreased for the year ended December 31, 2007 as compared to 2006 due primarily to
incremental customer acquisition costs largely associated with new prospect lists which were incurred in 2006,
Marketing expense increased for the year ended December 31, 2006 as compared to 2005 due to the incremental
customer acquisition costs, partially offset by a reduction in sponsorship and advertising costs associated with
cultural and tennis events.

Professional fees increased for the year ended December 31, 2007 as compared to 2006 due primarily to the use
of external consultants for marketing and profitability initiatives and consulting costs related to collections
initiatives.

We incurred $12.0 million of expense in 2007 associated with a contingent obligation to indemnify Visa Inc.
for certain litigation matters. See “Contingencies” section of Management’s Discussion and Analysis of Financial
Condition and Results of Operations for further discussion.

Fraud expense increased for the year ended December 31, 2007 as compared to 2006 due to lower fraud
recoveries associated with certain types of credit card fraud and growth in owned and securitized receivables,

Contingencies

Advanta Corp. has a membership interest in Visa U.S.A. Inc. (“Visa USA”) related primarily to our former
consumer credit card business, which we exited in 1998. On October 3, 2007, Visa Inc. (*Visa™) announced that it
had completed restructuring transactions in preparation for its initial public offering (“IPO”) expected to occur in
2008. As part of this restructuring, Advanta Corp. received its proportionate number of Class USA shares of Visa
common stock (“Visa Class USA Shares™) based on our cumulative transaction volume, which related primarily to
our former consumer credit card business.

On November 7, 2007, Visa reached a settlement with American Express related to an antitrust lawsuit (the
“Am Ex Litigation”™). If the IPQ is consummated, Visa is expected to set aside a portion of the proceeds from its [PO
in an escrow account to fund litigation judgments or settlements that have occurred or may occur related to specified
litigation matters including the Am Ex Litigation (the “Litigation Escrow™). Advanta Corp. and its subsidiaries were
not named as defendants in the Am Ex Litigation or the other specified litigation matters. However, if Visa’s IPO is
not consummated or the Litigation Escrow is not sufficient to satisfy the settlement of the Am Ex Litigation and the
other specified litigation matters, the members of Visa USA to varying extents may be required to fund certain
losses incurred by Visa in connection with those matters due to member indemnification provisions within Visa
USA’s bylaws. We recorded a $4.2 million reserve in 2007 associated with our contingent obligation to Visa USA
related to Visa’s settlement of the Am Ex Litigation. While the estimation of any potential 1osses related to Visa’s
other specified litigation matters is highly judgmentatl, we recorded an additional $7.8 million liability in 2007 for
the estimated fair value of our contingent indemnification obligation with respect to the other specified Visa
litigation matters. We anticipate that Visa’s settlement of the Am Ex Litigation and other specified litigation matters
will be satisfied with the Litigation Escrow, at which time we will be able to reduce the liability we established by
our proportionate share of the amounts funded in the Litigation Escrow. We also anticipate that a portion of our Visa
Class USA Shares will be redeemed by Visa in connection with the [PO and we will record a gain equal to any cash
proceeds received for our shares.

Advanta Corp. and its subsidiaries are involved in class action lawsuits, other litigation, claims and legal
proceedings arising in the ordinary course of business or discontinued operations. Management believes that the
aggregate loss, if any, resulting from existing litigation, claims and other legal proceedings will not have a material
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adverse effect on our financial position or results of operations based on our current expectations regarding the ultimate
resolutions of these existing actions after consultation with our attorneys. However, due to the inherent uncertainty in
litigation and since the ultimate resolutions of our litigation, claims and other legal proceedings are influenced by factors
outside of our control, it is reasonably possible that actual results will differ from our estimates.

Income TFaxes

Income tax expense attributable to continuing operations was $44.7 million for the year ended December 31, 2007,
$52.7 million for 2006 and $40.5 million for 2003. Our effective tax rate was 38.6% for 2007, 38.5% for 2006 and
25.8% for 2005.

At December 31, 2007, we have $3.3 million of capital loss carryforwards that are scheduled to expire in the
year ending December 31, 2010, and $8.8 million that are scheduled to expire in the year ending December 31,
2011.

FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an Interpretation of FASB
Statement No. 109, (“FIN No. 48”) provides a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. In accordance
with the statement, before a tax benefit can be recognized, a tax position is evaluated using a threshold that it is more
likely than not that the tax position will be sustained upon examination. When evaluating the more-likely-than-not
recognition threshold, the interpretation provides that a company should presume the tax position will be examined
by the appropriate taxing authority that has full knowledge of all relevant information. If the tax position meets the
more-likely-than-not recognition threshold, it is initially and subsequently measured as the largest amount of
benefit that is greater than 50% likely of being realized upon ultimate settlement. We adopted FIN No. 48 effective
January 1, 2007, and as a result, recorded a $6.1 million reduction to the opening balance of retained earnings. The
adoption did not have a material impact on our effective tax rate for the year ended December 31, 2007. The total
amount of unrecognized tax benefits as of December 31, 2007 was $39.5 million, of which $28.5 million, if
recognized, would favorably affect our effective tax rate. The remaining $11.0 million represents the federal tax
benefit of state tax items that was recognized as a deferred tax asset.

In January 2005, we received the Internal Revenue Service’s final approval of the settlement of tax disputes in
our May 28, 2004 agreement with Bank of America and in February 2005, we received $63.8 million in cash from
Bank of America. See “Gain on Transfer of Consumer Credit Card Business” section of Management’s Discussion
and Analysis of Financial Condition and Results of Operations for further discussion, Excluding the impact of the
Bank of America agreement and reevaluation of the valuation allowance discussed below, our effective tax rate
would have been 39.0% for the year ended December 31, 2005. The settlement of the tax disputes resulted in an
allocation of $381 million of the disputed partnership tax deductions to Fleet, which was acquired by Bank of
America, and $617 thousand of the disputed $47 million partnership taxable gain to Advanta. The impact to us of
the tax deduction and gain allocation was a reduction in our deferred tax asset related to net operating loss
carryforwards of $133.4 million and a corresponding reduction in our valuation allowance on deferred tax assets of
$133.4 million, both in the year ended December 31, 2005. Upon receipt of the Internal Revenue Service's approval
of the settlement of the tax disputes, the remaining valuation allowance of $12.4 million was evaluated, and
management determined that it was more likely than not that the remaining deferred tax asset was realizable and
therefore, no valuation allowance was needed, resulting in a $6.4 million reduction in tax expense and a $6.0 mitlion
increase in additional paid-in capital in the year ended December 31, 2005. The increase in additional paid-in
capital represented the portion of the valuation allowance that had been related to tax benefits from stock-based
compensation. The gain associated with the original transfer of assets to Fleet Credit Card Services, L.P. in 1998
was not subject to income tax, and therefore, a substantial portion of the February 2004 payment to Fleet was not
tax-deductible. A substantial portion of the $63.8 million payment received in February 2005 was not taxable since
it is a return of our payment to Fleet in February 2004. As of December 31, 2007, the cumulative gain on transfer of
consumer credit card business and our deficit capital account in Fleet Credit Card Services L.P. on a tax basis for
which no deferred taxes have been provided is approximately $650 million, as the transaction structure remains
nontaxable under current tax law. See Note 19 to the consolidated financial statements.
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Discontinued Operations

For the year ended December 31, 2007, we recorded a net after-tax gain on the discontinuance of our mortgage and
leasing businesses of $1.0 million. The components of the net gain included a $800 thousand pretax gain on the
discontinuance of the mortgage business, a $865 thousand pretax gain on the discontinuance of the leasing business,
and tax expense of $643 thousand. The gain on the discontinuance of the mortgage business represented a favorable
change in estimate in an experience refund related to a former mortgage insurance product, partiafly offset by an
increase in estimates of legal expenses on mortgage business-related contingent liabilities. The gain on the
discontinuance of the leasing business represented changes in estimated leasing operating results of the leasing
segment over the wind down period. The largest components of the change in leasing estimate in 2007 were
favorable results relating to insurance reimbursements, sales tax assessments, credit recoveries and operating
expenses.

For the year ended December 31, 2006, we recorded a net after-tax gain on the discontinuance of our mortgage
and leasing businesses of $738 thousand. The compenents of the net gain included a $500 thousand pretax gain on
the discontinuance of the mortgage business, a $700 thousand pretax gain on the discontinuance of the leasing
business, and tax expense of $462 thousand. The gain on the discontinuance of the mortgage business represented
changes in estimates of legal expenses and related insurance reimbursements, and other favorable changes in
estimate related to a former mortgage insurance product. The gain on the discontinuance of the leasing business
represented changes in estimated leasing operating results of the leasing segment over the wind down period. The
largest components of the change in leasing estimate in 2006 were favorable credit recoveries and equipment
realization rates based on recent performance trends.

For the year ended December 31, 2005, we recorded a net after-tax loss on the discontinuance of our mortgage
and leasing businesses of $6.3 million. The components of the net loss included a $13.8 million pretax loss on the
discontinuance of the mortgage business, a $3.5 million pretax gain on the discontinuance of the leasing business,
and a tax benefit of $4.0 million. The loss on the discontinuance of our mortgage business included a $25.5 million
loss resulting from the court ruling in the July 26, 2001 litigation with Chase Manhattan Mortgage Corporation
(“Chase™), a $3.1 million gain on the settlement with Chase of separate litigation that commenced during 2004, and
an $8.6 million gain representing a change in estimate of costs of mortgage business-related contingent liabilities.
The change in estimate of costs of mortgage business-related contingent liabilities was due primarily to recoveries
from insurance reimbursements for past and ongoing legal expenses, partially offset by increased litigation reserves
and reserves for legal costs based on developments in litigation prior to the resolution of the Chase matters. The gain
on the discontinuance of the leasing business represented a change in estimated leasing operating results of the
leasing segment over the remaining life of the lease portfolio based on performance trends, including favorable
credit performance, sales tax refunds and reduced estimates of certain operating expenses, partially offset by a
reduction in our estimated realization rate on equipment residuals.

Off-Balance Sheet Arrangements

Off-Balance Sheet Securitizations

Off-balance sheet business credit card securitizations provide a significant portion of our funding and they are one
of our primary sources of liquidity. At December 31, 2007, off-balance sheet securitized receivables represented
67% of our funding. Our credit risk in the securitized receivables is limited to the amount of our retained interests in
securitizations. We had securitized business credit card receivables of $5.3 billion at December 31, 2007 and
$4.1 billion at December 31, 2006,

We generally retain an interest in securitized receivables in the form of subordinated trust assets, cash
collateral accounts and retained interest-only strips. Subordinated trust assets represent an ownership interest in the
securitized receivables that is subordinated to the other noteholders’ interests. Retained interests in securitizations
serve as credit enhancement to the noteholders’ interests in the securitized receivables. We had $213.1 million of
retained interests in securitizations at December 31, 2007 and $234.1 million at December 31, 2006. The fair values
of retained interests in securitizations are dependent upon the performance of the underlying securitized receivables
and market-driven interest rates and credit spreads. Our retained interests in securitizations entitle us to the excess
spread on the receivables. Excess spread represents income-related cash flows on securitized receivables (interest,
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interchange and fees) net of noteholders” interest, servicing fees and credit losses. If the income-related cash flows
on securitized receivables do not exceed the other components of the excess spread, the value of our retained
interests will decline, potentially 10 zero.

The following table summarizes securitization data including income and cash flows for the years ended
December 31:

($ in thousands) 2007 2006 2005
Average securitized receivables $ 4,696,289 $3,337.888  $2,675,906
Securitization income 79,040 114,938 109,051
Discount accretion 20,449 18,158 14,809
Interchange income 199,519 155,160 126,056
Servicing revenues 92,393 63,726 51,079
Proceeds from new securitizations 1,391,984 2,160,674 1,248,066
Proceeds from collections reinvested in revolving-period

securitizations 10,684,642 7,553,476 6,023,825
Cash flows received on retained interests 323,566 332,439 301,531

See Note 6 to the consolidated financial statements for the key assumptions used in estimating the fair value of
retained interests in securitizations during each reporting period and at December 31, 2007 and 2006. Our
accounting policies related to securitization transactions are discussed in Note 2 to the consolidated financial
statements and the “Critical Accounting Policies and Estimates” section of Management’s Discussion and Analysis
of Financial Condition and Results of Operations,

Our $150 million AdvantaSeries 2005-A4 securitization ended its revolving period in December 2007 and
noteholders were paid in February 2008. The scheduled end of the revolving periods of our other securitizations
extend to the following years at December 31, 2007:

($ in thousands) 2008 2009 2010 2011 Total
Noteholder Principal Balance at December 31, 2007V

Series 1997-A $ 81,718 % 0 3 0 3 0 $ 81718
Series 2001-A 300,000 0 0 0 300,000
Series 2007-A " 93,453 0 0 0 93,453
AdvantaSeries 1,445,000 1,815,000 715,000 640,000 $4,615,000
Total $1,920,171  $1,815,000 $715000 $640,000 $5,090,171

(1) A portion of the noteholder principal balance of securitized receivables as of December 31, 2007 was owned by
Advanta and included in accounts receivable from securitizations on the consolidated balance sheet. The
principal balances owned by Advanta are subordinated to the other noteholders’ interests.

Noteholder principal balances at December 31, 2007 are comprised of $4.0 billion of floating rate notes and
$1.2 billion of fixed rate notes. In addition to noteholder principal balance, our securitized business credit card
receivables included billed interest and fees of $75.2 million on those accounts at December 31, 2007.

When a securitization is in its revolving period, principal collections on securitized receivables allocated to
that securitization are used to purchase additional receivables to replenish receivables that have been repaid. In
contrast, when a securitization starts its accumulation period, principal collections are held in the trust until the
payment date of the notes. As principal is collected on securitized receivables during an accumnulation period of a
securitization, we need to replace that amount of funding. The revolving periods for each securitization, except
Series 1997-A and Series 2007-A, may be extended for up to seven months past the scheduled end of the revolving
period if the payment rates on the receivables in the trust meet certain thresholds. The AdvantaSeries 2006-Al
$200 million securitization ended its revolving period in September 2007 and noteholders were paid in November
2007.




Our Series 1997-A securitization represents a $200 million committed commercial paper conduit facility
available through June 2008 that provides off-balance sheet funding, of which $75 million was used at December 31,
2007. Upon the expiration of this facility, management expects to obtain the appropriate level of replacement
funding, and expects, based on current market conditions, that interest rate spreads to index rates would be less
favorable to us than those in our existing facility. Qur Series 2007-A securitization represents a $150 million
committed commercial paper conduit facility available through January 2008 that provides off-balance sheet
funding, of which $90 million was used at December 31, 2007. Upon expiration in January 2008, our Series 2007-A
securitization was extended through January 2009 with higher interest rate spreads to index rates than those at
December 31, 2007 and with less favorable terms and conditions.

We expect to replace the funding of accumulating securitizations through additional securitizations or
additional deposit funding. Based on current market conditions, we expect that notes issued in connection with
new securitizations will have interest rate spreads to index rates less favorable to us than our most recent
securitizations in the year ended December 31, 2007. However, we expect a decrease in index rates based on our
expectations for market interest rate movements in 2008, which will more than offset the impact of higher interest
rate spreads. As of December 31, 2007, we have capacity in the AdvantaSeries de-linked securitization structure in
excess of future securitization issuances anticipated for 2008, considering our ability to issue and hold additional
AdvantaSeries non-investment grade notes. The de-linked structure provides flexibility to issue different classes of
asset-backed securities with varying maturities, sizes, and terms based on our funding needs and prevailing market
conditions,

The securitization agreements contain conditions that would trigger an early amortization event. An early
amortization event would result in the end of the revelving period prior to the expected dates, which would require
us to find an alternate means of funding new receivables generated on existing business credit card accounts. The
conditions to trigger an early amortization event include the failure to make payments under the terms of the
agreement, or the insolvency or other similar event of Advanta Bank Corp. An early amortization event would also
be triggered for the Series 1997-A and Series 2001-A securitizations if the three-month average excess spread
percentage was not maintained at a level greater than 0% for that securitization. An early amortization event for the
AdvantaSeries would be triggered if the three-month average excess spread amount was not maintained at a level
greater than $0. The Series 2007-A securitization agreement was extended in January 2008. Under the terms of the
extension, an early amortization event would be triggered if the three-month average excess spread percentage was
not maintained at a level greater than 2% and/or Advanta Bank Corp.’s ratio of cash, federal funds sold and
investments available for sale to managed business credit card receivables is less than 8%. At December 31, 2007,
Advanta Bank Corp.’s ratio of cash, federal funds sold and investments available for sale to managed business credit
card receivables was 17%. At December 31, 2007, our three-month average excess spread percentage for the
Series 1997-A, Series 2001-A and Series 2007-A securitizations was at least 6,.35%. For the AdvantaSeries, our
three-month average excess spread amount was $23.8 million. Based on the current and forecasted levels of excess
spread, our financial position and other considerations, management believes that it is unlikely that the trust or any
individual securitization will have an early amortization event. The securitization agreements do not have any
provisions or conditions involving the debt ratings of Advanta Corp. or Advanta Bank Corp.

In August 2005, the FASB issued a revised exposure draft, Accounting for Transfers of Financial Assets — An
Amendment of FASB Statement No. 140. The statement provides guidance for determining whether financial assets
must first be transferred to a qualifying special-purpose entity (*“QSPE”) to be derecognized, determining additional
permitted activities for QSPEs, eliminating prohibitions on QSPEs’ ability to hold passive derivative financial
instruments, and requires that interests related to transferred financial assets held by a transferor be initially
recorded at fair value. In October 2007, the FASB reported that it expects to issue a revised exposure draft in the
second quarter of 2008. Management will evaluate any potential impact of the statement when it-is available.

Obligations under Guarantees

In the norma! course of business, including discontinued operations, we enter into agreements or other relationships
with third parties pursuant to which we may be obligated under specified circumstances to indemnify the
counterparties with respect to certain matters. Our contractual indemnification obligations typically arise in the
context of agreements entered into by us to, among other things, purchase or self assets or services, finance our
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business and business transactions, establish a]iianées or other strategic business relationships, service assets
(including for unaffiliated third parties), buy or lease real property and license intellectual property. The agreements
we enter into in the normal course of business, including discontinued operations, generally require us to pay certain
amounts to the other party associated with claims or losses if they result from our breach of the agreement, including -
the inaccuracy of representations or warranties. The agreements we enter into may also contain other indemni-
fication provisions that obligate us to pay certain amounts upon the occurrence of certain events, such as the
negligence or willful misconduct of our employees, infringement of third party intellectual property rights or claims
that performance of the agreement constitutes a violation of law. In addition to contractual indemnification
provisions, we may be subject to indemnification obligations to third parties arising out of our investment in or other
relatiocnship with third parties, including our current or past membership in organizations or associations. Generally,
payment by us under an indemnification provision is conditioned upon the other party making a claim, and typically
we can challenge the other party’s claims. Further, our indemnification obligations may be limited in time and/or
amount, and in some instances, we may have recourse against third parties for certain payments made by us under an
indemnification agreement or obligation. Also, in connection with the securitization of receivables, we enter into
agreements pursuant to which we agree to indemnify other parties to these transactions. The agreements contain
standard representations and warranties about the receivables that are securitized and include indemnification
provisions under certain circumstances involving a breach of these representations or warranties. In connection with
the securitization transactions we also include indemnifications that protect other parties to the transactions upon
the occurrence of certain events, such as violations of securities laws and certain tax matters. With the exception of
the Visa USA contingent indemnification obligation discussed below, contingencies triggering material indem-
nification obligations have not occurred historically and are not expected to occur. Maximum exposure to loss is not
possible to estimate due to the conditional nature of our obligations and the unique facts and circumstances involved
in each particular agreement. The nature of the indemnification provistons in the various types of agreements and
relationships described above are low risk and pervasive, and we consider them to have a remote risk of loss. We
recorded a $12.0 million liability in 2007 for our contingent obligation to ' Visa USA related to Visa's settlement of
the Am Ex Litigation and for the estimated fair value of our contingent indemnification obligation with respect to
the other specified Visa litigation matters. See “Contingencies” section of Management’s Discussion and Analysis
of Financial Condition and Results of Operations for a discussion of our contingent indemnification obligation
related to Advanta Corp.’s membership in Visa USA. There are no other amounts on the consolidated balance sheets
related to indemnifications.

In connection with our exit from certain businesses, we have eatered into agreements that include customary
indemnification obligations to the other parties. In general, the agreements we have entered into in connection with
our disposition of assets, liabilities and/or businesses provide that we will indemnify the other parties to the
transactions for certain losses relating to the assets, liabilities or business acquired by them. The obligations to
indemnify are transaction and circumstance specific, and in most cases the other party must suffer a minimum
threshold -amount of losses before our indemnification obligation is triggered. Under the indemmification provi-
sions, payment by us is generally conditioned upon the other party making a claim pursuant to the procedures
specified in the particular agreement, and the procedures typically allow us to challenge the other party’s claims. It
is not possible to determine the maximum potential amount of future payments under these or similar arrangements
due to the conditional nature of our obligations and the-unique facts and circumstances involved in each particular
agreement. We previously had litigation relating to indemnification provisions of transaction agreements governing
the transfer of the consumer credit card busihess and our exit from the mortgage business. Qutstanding litigation
relating to both of these transaction agreements was resolved prior to December 31, 2003, There are no amounts on
the consolidaled balance sheets related to these indemnifications. '

See Note 22 to the consolidated financial statements for a discussion of parent guarantees of subsidiary
obligations.
Preferred Securities Trust

We own 100% of a statutory business trust that issued $100 million of trust preferred securities, representing
preferred beneficial interests in the assets of the trust. In accordance with FASB Interpretation No. 46,
Consolidation of Variable Interest Entities — An Interpretation of ARB No. 51, as revised, the subsidiary trust
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that issued the trust preferred securities is not consolidated. We established the trust in 1996 as a financing vehicle
and we used the proceeds from the issuance of the trust preferred securities for general corporate purposes. The
assets of the trust consist of $103 million of 8.99% junior subordinated debentures issued by Advanta Corp., due
December 17, 2026. The trust preferred securities are subject to mandatory redemption upon the optional
prepayment by Advanta Corp. of the junior subordinated debentures at any time on or after December 17,
2006 at an amount per trust preferred security equal to 104.495% of the principal amount plus accrued and unpaid
distributions, This amount declines ratably on each December 17 thereafter to 100% on December 17, 2016.
Dividends on the trust preferred securities are cumulative and payable semi-annually in arrears at an annual rate of
8.99%. The trust has no operations or assets separaté from its investment in the junior subordinated debentures.

Advanta Corp. provides a ful} and unconditional guarantee of payments of distributions and other amounts due
on the trust preferred securities. At December 31, 2007, the maximum amount of the undiscounted future payments
that Advanta Corp. could be required to make under this guarantee was $271 million, representing the amount of
trust preferred securities outstanding of $100 million at December 31, 2007 and future dividends of approximately
$9 million per year through December 2026, Qur consolidated balance sheets reflect the subordinated debt payable
to the trust of $103 million,

Asset/Liability Management

Market Risk Sensitivity

Market risk is the potential for loss or diminished financial performance arising from adverse changes in market
forces including interest rates and market prices. Market risk sensitivity is the degree to which a financial
instrument, or a company that owns financial instruments, is exposed to market forces. Fluctuations in interest rates,
changes in economic conditions, shifts in customer behavior, and other factors can affect our financial performance.
Changes in economic conditions and shifts in customer behavior are difficult to predict, and our financial
performance generally cannot be completely insulated from these forces.

We are exposed to equity price risk on the equity securities in our investments available for sale portfolio. We
typically do not attempt to reduce or eliminate the market exposure on equity investments. A 20% adverse change in
equity prices would result in an approximate $1.6 million decrease in the fair value of our equity investments at
December 31, 2007. A 20% adverse change would have resulted in an approximate $2.0 million decrease in fair
value at December 31, 2006.

Financial performance variability as a result of fluctuations in interest rates is commonly called interest rate
risk. [nterest rate risk generally results from mismatches in the timing of asset and liability repricing (gap risk) and
from differences between the repricing indices of assets and liabilities (basts risk). We regularly evaluate our
interest rate risk profile and atternpt to minimize the impact of interest rate risk on net interest income on owned
assets and net interest income on securitized receivables. In managing interest rate risk exposure, we may
periodically securitize receivables, change the terms of our receivables, sell and purchase assets, alter the mix
and term structure of our funding base or change our investment portfolio.

Risk exposure levels vary continuously, as changes occur in our asset/liability mix, market interest rates and
other economic conditions, as well as other factors affecting the timing and magnitude of cash flows. We attempt to
analyze the impact of interest rate risk by regularly evatuating the perceived risks inherent in our asset and liability
structure. We use simulations to generate expected financial performance in a variety of interest rate environments.
We analyze those results to determine if we need to take actions to mitigate our interest rate risk.

We measure our interest rate risk using a rising rate scenario and a declining rate scenario. We estimate net
interest income using a third party software model that uses standard income modeling techniques. We measure the
effect of interest rate risk on our managed net interest income, which includes net interest income on owned assets
and net interest income on securitized receivables, The measurement of managed net interest income in addition to
net interest income on owned assets is meaningful because our securitization income fluctuates with yields on
securitized receivables and interest rates earned by securitization noteholders. Both increasing and decreasing rate
scenarios assume an instantaneous shift in interest rates and measure the corresponding change in expected net
interest income as compared to a base case scenario that includes management’s current expectations of future
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interest rate movements. As of December 31, we estimated that our net interest income would change as follows
over a twelve-month period:

2007 2006

Estimated percentage increase (decrease) in net interest income on owned assets:

Assuming 200 basis point increase : 20% 12%

Assuming 200 basis point decrease ) (16)% (6)%
Estimated percentage increase (decrease) in net interest income on securitized receivables:

Assuming 200 basis point increase (IH% 8)Y%

Assuming 200 basis point decrease i 15% 15%
Estimated percentage increase (decrease) in net interest income on managed assets:

Assuming 200 basis point increase % 3%

Assuming 200 basis point decrease 11%  10%

Our managed net interest income decreases in a rising rate scenario due to the variable rate funding of the
majority of our off-balance sheet securitized receivables and the portion of the business credit card portfolio that is
effectively at a fixed rate because of the nature of the pricing of the accounts or because the customer pays their
balance in full each month. Our business credit card receivables include interest rate floors that cause our managed
net interest income to increase in the declining rate scenario. Changes in the composition of cur balance sheet, the
interest rate environment, business credit card pricing terms and securitization funding strategies have also
impacted the results of the net interest income sensitivity analyses as of December 31, 2007 as compared to
the results as of December 31, 2006.

The above estimates of net interest income sensitivity alone do not provide a comprehensive view of our
exposure to interest rate risk and are not necessarily indicative of potential changes in our owned, securitized and
managed net interest income. Additional factors such as changes in the economic environment, the composition of
the receivables portfolio, customer behavior, marketing strategies and funding strategies also affect owned,
securitized and managed net interest income and accordingly, actual results may differ from these estimates.
The quantitative risk information is limited by the parameters and assumptions utilized in generating the results.
These analyses are useful only when viewed within the context of the parameters and assumptions used. The above
rate scenarios do not reflect management’s expectation regarding the future direction of interest rates, and they
depict only two possibilities out of a large set of possible scenarios.

Liquidity, Capital Resources and Analysis of Financial Condition

At December 31, 2007, we had a high level of liquidity including $90.2 million of cash and $872.6 miltion of federal
funds sold. At December 31, 2007, we also had receivables held for sale and investments available for sale that
could be sold to generate additional liquidity.

At December 31, 2007, we had $131.8 million of subordinated trust assets held at non-bank subsidiaries that
were rated BB by Standard & Poor’s and Ba2 by Moody’s Investor Service that could be sold or borrowed against to
generate additional liquidity. In July 2007, we established a master repurchase agreement using these subordinated
trust assets as collateral to facilitate future borrowings. There were no borrowings in connection with this agreement
as of December 31, 2007.

Investments available for sale at fair value totaled $223.5 million at December 31, 2007 and $197.5 million at
December 31, 2006. The investment portfolio includes asset-backed securities with an amortized cost of $40.2 mil-
lion and gross unrealized losses of $2.9 million at December 31, 2007 as compared to amortized cost of
$46.2 million and gross unrealized losses of $100 thousand at December 31, 2006. The asset-backed securities
represent a small portion of our overall liquidity position described above. Our asset-backed securities are primarily
backed by subprime morigage loans and home equity loans, and they are exclusively floating rate, AAA and AA
rated securities as of December 31, 2007. The fair values of these securities declined in the year ended December 31,
2007 due to recent difficulties in the subprime mortgage industry that created turmoil in the capital markets. The
decline in the fair values were not deemed to be other than temporary at December 31, 2007 based upon the length of

48




time and extent to which the fair value has been less than cost, the underlying credit rating of the securities, and our
intent and ability to retain the investments for a period of time sufficient to allow for recovery in fair value, which
may be maturity.

As shown on the statements of cash flows, our operating activities generated $449.6 million of cash in the year
ended December 31, 2007 due to proceeds from receivables sold in the period in excess of the increase in
receivables held for sale due to the timing of securitization transactions, and excess spread and servicing revenues
related to securitized receivables, interchange income, and interest and fee income on owned receivables, partially
offset by operating expenses, interest expense and costs of rewards programs. Our operating activities generated
$131.7 million of cash in the year ended December 31, 2006 duc primarily to excess spread and servicing revenucs
related to securitized receivables, interchange income, and interest and fee income on owned receivables, partially
offset by operating expenses, interest expense and costs of rewards programs. Our operating activities generated
$8.1 million of cash in the year ended December 31, 2005 and were impacted by an increase in accounts receivable
from securitizations in the period.

Our access to unsecured, institutional debt is limited since Advanta Corp.’s debt rating is not investment grade.
However, we do have access to a diversity of funding sources. Our components of funding were as follows at
December 31: '

) 2007 2006

($ in thousands) Amount % Amount Te
Off-balance sheet securitized receivables' $5,173,404  67% $3,932,732  63%
Deposits 1,651,737 21 1,365,138 22
Debt 220,848 3 227,126 4
Other borrowings 25,000 0 0 0
Subordinated debt payable to preferred securities trust 103,093 1 103,093 2
Equity 585,781 8 567,161 9
Total . $7,759.863 100% $6,195,250 100%

(i) Excludes our ownership interest in the noteholder principal balance of securitizations (subordinated trust
assets) that are held on-balance sheet and classified as retained interests in securitizations.

Our ratio of equity to on-balance sheet assets was 21.19% at December 31, 2007 as compared to 23.50% at
December 31, 2006. The ratio of equity and subordinated debt payable to preferred securities trust to on-balance
sheet assets was 24.92% at December 31, 2007 as compared to 27.78% at December 31, 2006. In managing our
capital needs, we also consider our ratio of equity to managed assets to be useful because our on-balance sheet assets
include retained interests in securitizations that serve as credit enhancement to the notehelders’ interests in the
securitized receivables. Our ratio of equity to managed assets was 7.38% at December 31, 2007 as compared to
8.94% at December 31, 2006. The ratio of equity and subordinated debt payable to preferred securities trust 10
managed assets was 8.68% at December 31, 2007 as compared to 10.56% at December 31, 2006. We calculate
managed assets as follows at December 31:

{$ in thousands) 2007 2006

Total on-balance sheet assets ) $2,764,372  $2,413,138
Off-balance sheet securitized receivables 3,173,404 3,932,732
Managed assets $7,937,776  $6,345,870

Off-Balance Sheet Securitized Receivables

As shown in the components of funding table, off-balance sheet securitizations provide a significant portion of our
funding and are one of our primary sources of liquidity. See “Off-Balance Sheet Arrangements” section of
Management's Discussion and Analysis of Financial Condition and Results of Operations for further discussion of
off-balance sheet securitizations and their impact on our liquidity, capital resources and financial condition,
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Deposits, Debt, Other Borrowings and Equity

We offer a variety of deposit products at Advanta Bank Corp. We also offer unsecured debt securities of Advanta
Corp., in the form of RediReserve Variable Rate Certificates and Investment Notes, to retail investors through our
retail note program, We change the interest rates we offer on deposits and debt securities frequently depending on
market conditions and our funding needs.

We increased our level of deposit funding in the second half of 2007 to generate additional liquidity in response
to turmoil in the capital markets. In addition, we anticipate higher levels of on-balance sheet assets resulting from
securitizations in their accumulation periods in the first half of 2008.

We had $125.0 million of owned business credit card receivables at a nonbank subsidiary at December 31, 2007,
In April 2007, we entered into a $100 million secured borrowing agreement using these business credit card
receivables as collateral. The borrowing agreement is committed through April 2008. Upon the expiration of this
agreement, management expects to obtain the appropriate level of replacement funding, and expects, based on current
market conditions, that interest rate spreads to index rates and terms and conditions would be less favorable to us than
those in the existing agreement. At December 31, 2007, $25 million was borrowed in connection with this agreement.

In April 2007, the Board of Directors of Advanta Corp. approved a three-for-two stock split, in the form of a
50% stock dividend payable June 15, 2007, on both Class A an Class B Common Stock. In addition, the Board of
Directors of Advanta Corp. approved a 25% increase in the regular quarterly cash dividends on Class A and Class B
Common Stock beginning with the dividend paid in the second quarter of 2007, We are funding the increase in cash
dividends with sources of operating cash flows. The Board of Directors of Advanta Corp. also authorized the
repurchase of up to 1.5 million shares of Advanta Class B Common Stock. In 2007, we completed repurchases in
connection with this authorization for a total of $36.9 million.

Litigation

Advanta Corp. and its subsidiaries are involved in class action lawsuits, other litigation, claims and legal
proceedings arising in the ordinary course of business or discontinued operations. Management believes that
the aggregate loss, if any, resulting from existing litigation, claims and other legal proceedings will not have a
material adverse effect on our liquidity or capital resources based on our current expectations regarding the ultimate
resolutions of these existing actions after consultation with our attorneys. However, due to the inherent uncertainty
in litigation and since the ultimate resolutions of our litigation, claims and other legal proceedings are influenced by
factors outside of our control, it is reasonably possible that the estimated cash flow related to these proceedings may
change or that actual results will differ from our estimates.

Contractual Obligations

The following table summarizes our contractual cash obligations at December 31, 2007 by period.
Payments Due by Period

Less than
or equal 1-3 3-5 After 5
($ in thousands) Total 1o 1 year years years years Other
Time deposits $1,558,059  $1,066,348 $453,461 $38250 % 0 3 0
Debt 220,848 107,713 60,871 26,089 26,175 0
Other borrowings 25,000 25,000 ' 0 0 0 -0
Subordinated debt payable to prcfcrred
securities trust 103,093 0 0 0 103,093 0
Operating leases 17,363 6,258 11,105 0 0 0
Purchase obligations 54,012 26,975 18,782 1,505 750 0
Liability for unrecognized tax benefits 39,495 628 0 0 0 38,867
Supplemental executive insurance program
obligations 1,209 0 0 98 1,11t 0
Supplemental executive retirement plan
obligations 3,439 5 22 292 3,120 0
Total $2,022,518  $1,232,927 §544241 372,234  $134,249  $38,867
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We expect to fund commitments related to other borrowings, operating leases, purchase obligations, unrec-
ognized tax benefits, supplemental executive insurance program obligations and supplemental executive retirement
plan obligations with operating cash flows. Sources of operating cash flows include securitization of receivables,
excess spread and servicing revenues related to securitized receivables, interchange income, and interest and fee
income on owned receivables. Uses of cash in operations inciude funding of receivables, operating expenses,
interest expense and costs of rewards programs. Management expects to fund our deposit and debt obligations with
replacement deposits or debt and expects the average cost of funds on that replacement funding to be lower than the
rates at December 31, 2007 based on our expectations for market interest rate movements in 2008. The subordinated
debt payable to preferred securities trust is not due until 2026. We estimate that approximately $628 thousand of the
liability for unrecognized tax benefits in the table above may be payable in the year ending December 31, 2008, We
are unable to reasonably estimate the amount or timing of payments for the remainder of the liability since the
ultimate amount and timing of any future cash settlements cannot be predicted with reasonable certainty, and we
included those amounts in the other category in the table above. Payments related to supplemental executive
retirernent plan obligations and supplemental executive insurance program obligations in the table above represent
the present value of vested future benefits payable and are based on service rendered through December 31, 2007.

We have commitments to purchase goods and services that are purchase obligations. These agreements are
legally binding, specify all significant terms about the transaction, including fixed or minimum quantities and fixed,
minimum or variable price provisions, and may be renewable or cancelable without notice or penalty. Certain
agreements are cancelable with a specified notice peried or penalty; however, all contracts are reflected in the table
above as if they will be performed for the full term of the original agreement without regard 1o such notice period.

‘We have a contract with a third party to perform certain administrative functions associated with the servicing
of our business credit card portfolio. The five-year agreement is effective until December 31, 2011 and we are
obligated to pay the greater of $7 million or 80% of the fees paid in the previous year on an annual basis. We can
terminate the contract without penalty at our discretion as of December 31, 2009. If the contract had been
terminated on December 31, 2007, the liquidated damages upon termination would have been approximately
$7.0 million plus any costs incurred for programming in order to convert to a new third party service provider.

In addition to these obligations, we have commitments to extend credit to our business credit card customers,
representing unused lines of credit, of $13.7 billion at December 31, 2007 and $11.5 billion at December 31, 2006.
Total lines of credit on our customers’ business credit cards were $20.1 billion at December 31, 2007 and
$16.7 billion at December 31, 2006. We believe that our customers’ utilization of their lines of credit will continue
to be substantially less than the amount of the commitments, as has been our experience to date. We can increase or
decrease our customers’ credit lines at our discretion at any time. We expect to fund the commitments to extend
credit with the various components of funding described above, similar to the funding of other new receivables.

Restrictions at Subsidiaries and Undistributed Earnings of Limited Partnership Interest

Our bank subsidiaries are subject to regulatory capital requirements and other regulatory provisions that restrict
their ability to lend and/or pay dividends to Advanta Corp. and its affiliates. Advanta Bank Corp. issues and funds
the majority of our business purpose credit cards. Certain business credit card receivables are funded by a nonbank
subsidiary. Prior to our exit from the mortgage business in the first quarter of 2001, Advanta National Bank issued
and funded a large portion of our mortgage business. In April 2007, we received approval for the conversion of
Advanta National Bank from a nationat bank to-a Delaware state chartered bank that is named Advanta Bank. The
conversion to a Delaware state bank was effective May 3, 2007. This bank subsidiary’s operations are currently not
material to our consolidated operating results. Qur insurance subsidiarics are also subject to certain capital and
dividend rules and regulations as prescribed by state jurisdictions in which they are authorized to operate. See
“Part I, Ttem 1. Government Regulation.”

Advanta Bank Corp. paid $95 million in cash dividends to Advanta Corp. in the year ended December 31,
2007, $75 million in 2006 and $35 million in 2005. Advanta National Bank paid a dividend of $35.1 million and
return of capital of $28 million to Advanta Corp. in 2007, after having received prior approval from the Office of the
Comptroller of the Currency and prior to the conversion from a national bank to a Delaware state chartered bank.
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Our insurance subsidiaries are also subject to certain capital and dividend rules and regulations as prescribed by
state jurisdictions in which they are authorized to operate. :

At December 31, 2007, Advanta Bank Corp.’s combined total capital ratio (combined Tier I and Tier Il capital
to risk-weighted assets) was 22.66% as compared to 21.37% at December 31, 2006. At both dates, Advanta Bank
Corp. had capital in excess of levels a bank is required to maintain to be classified as well-capitalized under the
regulatory framework for prompt corrective action.

Total stockholders’ equity of our banking and insurance subsidiaries was $438 million at December 31, 2007,
of which $263 million was restricted. At January 1, 2008, $175 million of stockholders’ equity of our bank and
insurance subsidiaries was available for payment of cash dividends in 2008 under applicable regulatory guidelines
without prior regulatory approval.

In addition to dividend restrictions at banking and insurance subsidiaries, one of our other subsidiaries is
subject to a minimum equity requirement as part of a transaction agreement. The total minimum equity requirement
of this subsidiary was $10 million at December 31, 2007 and the subsidiary was in compliance with its minimum
equity requirement. We also have an investment in a limited partnership, Fleet Credit Card Services, L.P., and
estimated undistributed partnership earnings included in our retained earnings were $12.1 million at December 31,
2007. -

Management belicves that the restrictions, for bank, insurance and other subsidiaries and undistributed
earnings of our limited partnership interest, will not have an adverse effect on Advanta Corp.’s ability to meet its
cash obligations due to the current levels of liquidity and diversity of funding sources.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The information called for by this Item is incorporated by reference to “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Asset/Liability Management.”

Item 8. Financial Statements and Supplementary Data
Management’s Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting, as
such term is defined in Rules 13a-15(f) and 15d-15(f) of the Securities Exchange Act of 1934, as amended. Under
the supervision and with the participation of management, including our Chief Executive Officer and Chief
Financial Officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting
based on the framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on our evaluation under the framework in Internal Controf —
Integrated Framework, management concluded that our internal control over financial reporting was effective as of
December 31, 2007. The effectiveness of our internal control over financial reporting as of December 31, 2007 has
been audited by KPMG LLP, an independent registered public accounting firm, as stated in their report which is
included herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Advanta Corp.:

We have audited Advanta Corp. and subsidiaries’ (the “Company”} internal control over financial reporting as
of December 31, 2007, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. The Company’s management is responsible
for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting, included in the accompanying Management’s Report on Internal Control
over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluvating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting prirciples, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2007, based on criteria established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of the Company as,of December 31, 2007 and 2006, and the related
consolidated statements of income, changes in stockholders’ equity, and cash flows for each of the years in the
three-year period ended December 31, 2007, and our report dated February 28, 2008, expressed an unqualified
opinion on those consolidated financial statements.

fs/ KPMG LLP

Philadelphia, Pennsylvania
February 28, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Advanta Corp.:

We have audited the accompanying consolidated balance sheets of Advanta Corp. and subsidiaries (the
“Company™) as of December 31, 2007 and 2006, and the related consolidated statements of income, changes in
stockholders’ equity, and cash flows for each of the years in the three-year period ended December 31, 2007. These
consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Qversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consoclidated financial statements referred to above present fairly, in all material respects,
the financial position of the Company as of December 31, 2007 and 2006, and the results of its operations and its
cash flows for each of the years in the three-year period ended December 31, 2007, in conformity with U.S. generally
accepted accounting principles.

As discussed in Note 2 to the consclidated financial statements, the Company adopted Statement of Financial
Accounting Standards No. 123R, “Share-Based Payment,” effective January 1, 2006,

-We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reporting as of December 31, 2007, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission and our report dated February 28, 2008 expressed an unqualified opinion on the
effectiveness of the Company’s internal control over financial reporting.

/sf KPMG LLP

Philadelphia, Pennsylvania
February 28, 2008
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Advanta Corp. and Subsidiaries

Consolidated Balance S!leets

December 31,

(In thousands, except share amounts}) 2007 2006
ASSETS
Cash $ 90228 § 35055
Federal funds sold 872,587 547,631
Investments available for sale 223,500 197,477
Receivables, net:

Held for sale 275,679 568,456

Other 714,989 546,553
Total receivables, net 990,668 1,115,009
Accounts receivable from securitizations 349,581 334,486
Premises and equipment (at cost, less accumulated depreciation of $28,444 in

2007 and $33,120 in 2006) 16,893 16,715
Other assets 220,915 166,765
Total assets $2,764,372  $2,413,138
LIABILITIES
Deposits $1,651,737  $1,365,138
Debt 220,848 227,126
Other borrowings 25,000 0
Subordinated debt payable to preferred securities trust 103,093 103,093
Other liabilities 177,913 150,620
Total liabilities 2,178,591 1,845,977
Commitments and contingencies
STOCKHOLDERS’ EQUITY
Class A preferred stock, $1,000 par value:

Authorized, issued and outstanding — 1,010 shares in 2007 and 2006 1,010 1,010
Class A voting common stock, $.01 par value:

Authorized — 200,000,000 shares; issued — 14,410,133 shares in 2007 and

15,061,525 shares in 2006 144 151

Class B non-voting common stock, $.01 par value:

Authorized — 200,000,000 shares; issued — 29,618,641 shares in 2007 and

35,138,413 shares in 2006 296 351

Additional paid-in capital 238,416 308,051
Unearned ESOP shares (8,785) (9,204)
Accumulated other comprehensive loss (1,674) (288)
Retained earnings 393,795 359,813
Treasury stock at cost, 651,232 Class A common shares in 2006; 1,563,736 -

Class B common shares in 2007 and 6,436,183 Class B common shares in 2006 (37.421) (92,723
Total stockholders’ equity 585,781 567,161
Total liabilities and stockholders’ equity $2,764,372  $2.413,138

See accompanying notes to consolidated financial statements.
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Advanta Corp. and Subsidiaries

Consolidated Income Statements

Year Ended December 31,

(In thousands, except per share amounts) \ 2007 2006 2005
Interest income:
Receivables $137.219  $125955  $107.363
Investments 37,979 25,642 17,429
Other interest income 20,449 18,158 14,809
Total interest income . - 195,647 169,755 139,601
Interest expense:
Deposits 74,480 52,279 33,619
Debt and other borrowings 15,583 13,864 14,809
Subordinated debt payable to preferred securities trust 9,268 9,167 9,158
Total interest expense 99,331 75,310 57,586
Net interest income 96,316 94,445 82,015
Provision for credit losses 58,165 38,600 40,297
Net interest income after provision for credit losses 38,151 55,845 41,718
Noninterest revenues:
Securitization income 79,040 114,938 109,051
Servicing revenues 92,393 63,726 51,079
Other revenues, net ) 195,064 159,291 130,710
Gain on transfer of consumer credit card business (See Note 17) 0 0 67,679
Total noninterest revenues 366,497 337,955 358,519
Operating expenses 288,968 256,812 243,058
Income from continuing operations before income taxes 115,680 136,988 157,179
Income tax expense : 44,652 52,740 40,490
Income from continuing operations 71,028 84,248 116,689
Gain (loss), net, on discontinuance of mortgage and leasing businesses,
net of tax 1,022 738 {6,260)
Net income $ 72050 § 84986 3110429
Basic income from continuing operations per common share
Class A $ 161 $ 201 $ 290
Class B 1.78 2.12 2.98
Diluted income from continuing operations per common share
Class A ' $ 155 % 188 § 266
Class B 1.64 1.92 2.69
Basic net income per common share
Class A $ 164 $§ 202 $ 274
Class B 1.81 2.14 2.82
Diluted net income per common share
Class A $ 157 $ 190 § 251
Class B 1.66 1.94 2.55
Basic weighted average common shares outstanding
Class A 13,337 13,287 13,237
Class B 27,679 27,096 26,268
Diluted weighted average common shares outstanding
Class A 13,337 13,287 13,237

Class B ' 30,664 30,795 30,240

See accompanying notes to consolidated financial statements.

56




Advanta Corp. and Subsidiaries

Consolidated Statements of Changes in Stockholders’ Equity

MNonvested  Accumulated
Comprehensive ClassA  ClassA  Class B Additional Shares Other Totad
Income Preferred Common Commop  Paid-ln & Unearned Comprehensive Retained  Treasury  Stockholders’
{$ in thousands) {Loss) Stock Stock Stock Capital  ESOP Shares Income (Loss)  Earnings Stock Equity
Balance at December 31, 2004 $1.010  $I1S1  $323 $258,064 $(19390) $ (261) $201,772 ${49.475) $392,194
Net income $£110,429 110,429 110,429
Other comprehensive income (loss).
Unrealized appreciation (depreciation) of
investments, net of tax benefit (expense) of
$224 (417) 417) “in
Comprehensive income $110,012
Preferred and common cash dividends declared (13,729 (13,729
Exercise ok stock options g 6,097 6,105
Stock option exchange program stock distribution 328 328
Nonemployee stock option expense 124 24
Excess tax benefits from stock-based
compensation 12,800 12,800
Issuance of nonvested shares 222 (222) 0
Amortization of noenvested shares 7,633 7,633
Forfeitures of nonvested shares (2) {1.810) 900 (912)
ESOP shares committed to be released 573 309 882
Balance at December 31, 2005 $1,010 S151  $329  $276,070 $(10.770) $ (678) §298.472 $(49,147) $515437
Net income $ 84,986 84,986 84,986
Other comprehensive income (loss):
Unrealized appreciation (depreciation) of
investments, net of tax benefit {expense) of .
(82100 390 390 390
Comprehensive income § 85,376
Preferred and common cash dividends declared (23,645) (21.645)
Exercise of stock options 13 10,495 10,508
Employee stock option expense 3,842 3,842
Nonemployee stock option expense 238 238
Excess tax benefits from stock-based
compensation 12,149 12,149
Issuance of nonvested shares 11 (1) 0
Amortization of nonvested shares 5,953 5,953
Forfeitures of nonvested shares ) (358) (360}
Reclassification of nonvested shares (1,148) 1,148 . 0
Treasury stock acquired (43,576) (43,576)
ESOP shares committed to be released 821 418 239
Balance at December 31, 2006 $1.010  $151  $351 $308051 § (9,204) 5 (288) $359,813 $(92,723) $567,161
Effect of applying the provisions of FIN No, 48
(See Note 2) (6,103) (6,103)
Net income $ 72,050 72,050 72,050
Other comprehensive income (loss):
Unrealized appreciation (depreciation) of
investments, net of tax benefit (expense) of
$830 (1,542) (1,542) (1,542)
Actuarial gain (loss), net of tax benefit
(expense} of ($84) 156 156 156
Comprehensive income § 70,664
Preferred and common cash dividends declared (31,965) (31,965)
Exercise of stock options 7 6,630 6,637
Stock option exchange program stock distribution 388 388
Employee stock option expense 5,448 5,448
Nonemployee stock option expense (21) 21
Excess tax benefits from stock-based
compensation 5,743 5,743
Issuance of nonvested shares 3 {3) 0
Amortization of nonvested shares 4,834 4,834
Forfeitures of nonvested shares @ (116) (118}
Treasury stock acquired (38,257) (38,257
Treasury stock retired (M (63 (93,101 93,171 0
ESQP shares committed to be reteased 951 419 1,370
Balance at December 31, 2007 $1.010 $144  $296 $238416 $ (8,785)  3(1,674) $393,795 $(37.421) $585,781

See accompanying notes to consolidated financial statements.
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Advanta Corp. and Subsidiaries

Consolidated Statements of Cash Flows

Year Ended December 31,

(% in thousands) 2007 2006 2005
OPERATING ACTIVITIES — CONTINUING OPERATIONS
Net income $ 72050 $ B498% $ 110429
Adjustments to reconcile net income to net cash provided by operating
activities: .
(Gain) loss, net, on discontinuance of mortgage and leasing
businesses, net of tax (1,022) (738) 6,260
Investment securities gains, net (92,395) (5,508) {(780)
Depreciation and amortization 6,105 5,785 7,184,
Stock-based compensation expense 10,143 9,673 6,845
Provision for credit losses 58,165 38,600 . 40,297
Provision for interest and fee losses 1%,588 8,830 9,270
Change in deferred origination costs, net of deferred fees 4,859 (3,123) {6,262)
Change in receivables held for sale (1,099,207)  (2,254,249)  (1,345,789)
Proceeds from sale of receivables held for sale 1,391,984 2,160,674 1,248,066
Change in accounts receivable from securitizations (15,095) 115,515 (205,639)
Excess tax benefits from stock-based compensation (5,743) (12,149) 0
Change in other assets and other liabiiities 25,157 (16,607) 138,189
Net cash provided by operating activities 449,589 131,689 8,070
INVESTING ACTIVITIES — CONTINUING OPERATIONS
Change in federal funds sold and restricted interest-bearing deposits (323,745) (192.452) (54,767)
Purchase of investments available for sale (1,109,222) (768,031) (543,157
Proceeds from sales of investments available for sale 939,804 710,185 428,436
Proceeds from sales of other investments 6,199 2,440 0
Proceeds from maturing investments available for sale 144,219 83,818 79,318
Change in receivables not held for sale ° (243,048) (201,348) (103,445)
Purchases of premises and equipment, net (6,268) {5,584} (6,070)
Net cash used in investing activities (592,061) (371,472) (199.685)
FINANCING ACTIVITIES — CONTINUING OPERATIONS
Change in demand and savings deposits 16,264 56,614 11,720
Proceeds from issuance of time deposits 809,961 735,309 482,612
Payments for maturing time deposits (566,741) (517,854) (263,294)
Proceeds from issuance of debt 28,516 31,886 23,311
Payments on redemption of debt (44,058) (39,973) (70,805)
Change in cash overdraft and other borrowings 7,805 16,222 6,283
Proceeds from exercise of stock options 6,637 10,508 6,105
Cash dividends paid (31,965) (23,645) (13,72%)
Excess tax benefits from stock-based compensation 5,743 12,149 0
Treasury stock acquired (38,257) (43,576) 0
Net cash provided by financing activities 193,905 237 640 182,203
DISCONTINUED OPERATIONS
Net cash provided by operating activities of discontinued operations 3,740 3,089 7,956
Net increase (decrease) in cash 55,173 946 (1,456)
Cash at beginning of year 35,055 34,109 35,565
Cash at end of year $ 90228 % 35055 § 34,109

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
($ in thousands except per share amounts, unless otherwise noted)

In these notes to consolidated financial statements, “Advanta”, “we”, “us”, and “our” refer to Advanta Corp. and its
subsidiaries, unless the context otherwise requires.

Note 1. Nature of Operations and Basis of Presentation

Our Advanta Business Cards segment is one of the nation’s largest credit card issuers (through Advanta Bank Corp.)
in the small business market. Our exclusive focus on this market, as well as our size, experience in the small
business market and commitment to developing meaningful product offerings and a high level of service tailored to
the needs of small businesses, differentiate us from other credit card issuers. Founded in 1951, Advanta has long
been an innovator in developing and introducing many of the marketing techniques that are common in the financial
services industry today. We own two depository institutions, Advanta Bank Corp. and Advanta Bank. Advanta
Business Cards is primarily funded and operated through Advanta Bank Corp., which offers a variety of deposit
products, such as retail and large denomination certificates of deposits and money market savings accounts that are
insured by the Federal Deposit Insurance Corporation. At December 31, 2007, we had 1.3 million business credit
card accounts and had owned business credit card receivables of $1.0 billion and securitized business credit card
receivables of $5.3 billion. Certain administrative functions associated with the servicing of our business credit card
accounts are performed by a single third party vendor.

Through the first quarter of 2001, we had two additional lending businesses, Advanta Mortgage and Advanta
Leasing Services. In the first quarter of 2001, we completed our exit from the mortgage business, Advanta
Mortgage, through a purchase and sale agreement with Chase Manhattan Mortgage Corporation as buyer (the
“Mortgage Transaction™), announced the discontinuance of our leasing business, and restructured our corporate
functions to a size commensurate with our ongoing businesses. Changes in estimate related to our exit from the
mortgage business and discontinuance of the leasing business are reported as discontinued operations for all periods
presented.

The consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles (“GAAP”) and include the accounts of Advanta Corp. and its consolidated subsidiaries.
All significant intercompany balances and transactions have been eliminated in consolidation.

In April 2007, the Board of Directors of Advanta Corp. approved a three-for-two stock split, in the form of a
50% stock dividend payable June 15, 2007, on both Class A and Class B Common Stock, We have adjusted all share
amounts, per share data and common stock equity balances in the consolidated financial statements and related
notes to reflect the stock split for all periods presented.

Certain prior period amounts have been reclassified to conform to the current year’s presentation.

Note 2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statements in accordance with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting periods. Actual results could differ from those estimates. Material estimates that are particularly
susceptible to significant changes in the near term relate to the accounting for the allowance for receivable losses,
securitization income, rewards programs and income taxes.

Investments Available for Sale

Investments available for sale include securities that we sell from time to time to provide liquidity and in response to
changes in the market. Debt and equity securities classified as available for sale are reported at fair value and
unrealized gains and losses on these securilies are reported in other comprehensive income, net of income taxes. The
fair values of investments available for sale are based on quoted market prices, dealer quotes or estimates using
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quoted market prices for similar securities. Declines in the fair values of investments available for sale below their
cost that are deemed to be other than temporary, if any, are reflected in earnings as realized losses. In estimating
other than temporary impairment losses, we consider (1) the length of time and the extent to which the fair value has
been less than cost, (2) the financial condition of the issuer, and (3) our intent and ability to retain the investment for
a period of time sufficient to allow for any anticipated recovery in fair value.

Our venture capital invesiments are included in investments available for sale at estimated fair value.
Management makes fair value determinations based on quoted market prices, when available, and considers each
investee’s financial results, conditions and prospects and overall market liquidity, when market prices are not
available. In accordance with the specialized industry accounting principles of venture capital investment com-
panies, the unrealized and realized gains and losses on these investments are included in other revenues rather than
other comprehensive income and the equity method of accounting for investments is not applied.

We recognize purchase premiums and discounts in interest income using the interest method over the term of
the securities. Gains and losses on the sales of securities are recorded on the trade date and are determined using the
specific identification method.

Receivables Held for Sale

Receivables held for sale represent receivables currently on the balance sheet that we intend to sell or securitize
within the next six months. We report these assets at the lower of aggregate cost or fair market value by receivable
type. We recognize net unrealized losses, if any, through a valuation allowance by charges to income.

Allowance for Receivable Losses

The allowance for receivable losses represents management’s estimate of probable losses inherent in the on-balance
sheet receivable portfolio. We establish the allowance for receivable losses through provisions charged to earnings.
Business credit card receivables are comprised of principal amounts due from customers for purchase activities,
balance transfers and cash usage, and amounts due from customers relating to billed interest and fees, We report
provisions for credit losses, representing the portion of receivable losses attributable to principal, separately on the
consolidated income statements. We record provisions for interest and fee receivable losses as direct reductions to
interest and fee income as described below in “Interest and Fee Income on Receivables.”” The allowance for
receivable losses is evaluated on a regular basis by management and is based upon management’s review of the
collectibility of receivables in light of historical experience by receivable type, the nature and volume of the
receivable portfolio, adverse situations that may affect the borrowers’ ability to repay and prevailing economic
conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to significant
revision as more information becomes available. Since our business credit card receivable portfolio is comprised of
smaller balance homogeneous receivables, we generally evaluate the receivables collectively for impairment
through the use of a migration analysis as well as the consideration of other factors that may indicate increased risk
of loss, such as bankrupt accounts, overlimit accounts or accounts that have been re-aged or entered a workout
program. Accordingiy, we do not separately identify individual receivables for impairment disclosures, A migration
analysis is a technique used to estimate the likelihood that a receivable or pool of receivables will progress through
various delinquency stages and charge off.

Our charge-off and re-age policies for business credit card accounts conform to the Uniform Retail Credit
Classification and Account Management Policy, as well as the Credit Card Lending Guidance, issued by the federal
financial institutions regulatory agencies. Our charge-off policy for contractually delinquent business credit card
accounts is to charge-off an unpaid receivable no later than the end of the month in which it becomes and remains
past due 180 cumulative days from the contractual due date. Our charge-off policy for bankrupt business credit card
accounts is to charge-off the unpaid receivable within 60 days of receipt of notification of filing from the bankruptcy
court or within the timeframes adopted in the Uniform Retail Credit Classification and Account Management
Policy, whichever is shorter. Subsequent recoveries are credited to the allowance for receivable losses.
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Our charge-off policy for other receivables is to charge-off the unpaid receivable when management believes
the uncollectibility of a receivable balance is confirmed.

Interest and Fee Income on Receivables

We accrue interest income on the unpaid balance of receivables. Interest income includes late fees billed on business
credit card receivables. Fee income is recognized when billed to the cusiomer, with the exception of origination fees
as discussed in “Origination Costs and Fees” below. We continue to bill and recognize interest and fees on accounts
when they become 90 days past due, and an additional allowance for receivable losses is established for the
additional billings estimated to be uncollectible through a provision for interest and fee losses. We discontinue the
billing and recognition of interest and fees when the account is classified as fraudulent, bankrupt, deceased,
hardship or workout. Provisions for interest and fee losses are recorded as direct reductions to interest and fee
income. The accrued interest and fee portion of charged-off receivables is charged against the allowance for
receivable losses. All subsequent recoveries of charged-off receivables are classified as principal recoveries, since
any amounts related 1o accrued interest and fees are de minimus.

Origination Costs and Fees

We engage unrelated third parties to solicit and originate business credit card account relationships. Amounts paid
to third parties to acquire business credit card accounts and certain other origination costs are deferred and netied
against any related business credit card origination fee, and the net amount is amortized on a straight-line basis over
a privilege period of one year. These costs represent the cost of acquiring business credit card account relationships,
and the net amortization is included in operating expenses. A substantial portion of amounts paid to acquire new
business credit card accounts are paid to a single third party vendor.

Securitization Income

A significant portion of our funding for Advanta Business Cards is through off-balance sheet securitizations using a
securitization trust. The securitization trust was created to hold the collateral {the securitized receivables) and issue
notes to primarily institutional investors. The securitization trust is a qualifying special-purpose entity as defined by
Statement of Financial Accounting Standards (“SFAS”) No. 140, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities — a Replacement of FASB Statement No. 125, and therefore, is
not consolidated as part of Advanta’s consolidated financial statements. We do not provide any guarantee of the
notes issued by the special-purpose entity and our recourse in the transactions is limited to the value of our interests
in securitizations that serve as credit enhancement to the noteholders’ interests in the securitized receivables.

We sell business credit card receivables through securitizations with servicing retained. Also, during the
revolving period of each securitization, we sell new receivables to the securitization trust to replenish the
noteholders’ interest in securitized receivables that have been repaid by the business credit card customers. When
we sell receivables to the securitization trust, we surrender control over the transferred assets and account for the
transaction as a sale when we receive consideration other than beneficial interests in the transferred assets in
exchange. We allocate the previous carrying amount of the securitized receivables between the assets sold and the
retained interests based on their relative estimated fair values at the date of sale. We recognize securitization income
at the time of a sale equal to the excess of the fair value of the assets obtained (principally cash) over the allocated
cost of the assets sold and transaction costs. Fair value estimates used in the recognition of securitization income
require assumptions of discount rates, payment rates, credit loss rates, and interest rates and yields.

On a monthly basis, income-related cash flows on securitized receivables (interest, interchange and fees} are
used to pay both interest to noteholders and servicing fees, and any excess cash flow serves as credit enhancement to
cover credit losses in that month,
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Accounts Receivable from Securitizations

Accounts receivable from securitizations include retained interests in securitizations, accrued interest and fees on
securitized receivables, amounts due from the securitization trust related to the sale of new receivables or amounts
due during the accumulation period, and amounts due from the securitization trust for one month’s servicing fee and
one month’s income-related cash flows in excess of that month’s noteholders’ interest, servicing fees and credit
losses.

Retained interests in securitizations include cash collateral accounts, retained interest-only strips and sub-
ordinated trust assets. Subordinated trust assets represent an ownership interest in the securitized receivables that is
subordinated to the other noteholders’ interests. Retained interests in securitizations serve as credit enhancement to
the noteholders’ interests in the securitized receivables. We account for retained interests in securitizations as
trading securities. These assets are carried at estimated fair value and the resulting unrealized gain or loss from the
valuation is included in securitization income.

We estimate the fair value of retained interests in securitizations based on a discounted cash flow analysis if
quoted market prices are not available. We estimate the cash flows of the retained interest-only strip as the excess of
the interest yield on the pool of the receivables sold over the sum of the interest rate earned by noteholders, the
servicing fee and future credit losses over the life of the existing receivables. We discount cash flows from the date
the cash is expected to become available to us using an interest rate that management believes a third party
purchaser would demand. The discounted cash flow analysis is inherently subjective as it requires estimates that are
susceptible to significant revision as more information becomes available. We recognize interest income over the
life of the retained interests in securitizations by applying the discount rate used in the valuation,

We adjust accrued interest and fees on securitized receivables for amounts estimated to be uncollectible. The
estimate is based on the same methodology as that used for on-balance sheet receivables that is described above in
“Allowance for Receivable Losses” and “Interest and Fee Income on Receivables.” Provisions for interest and fee
losses on securitized receivables are recorded as a reduction of securitization income.

Servicing Assets

We do not recognize servicing assets associated with securitization transactions because the benefits of servicing
are not expected to be more or less than adequate compensation for performing the servicing,

Premises and Equipment

Premises, equipment, computer hardware, software and artwork are stated at cost less accumulated depreciation and
amortization. Depreciation is calculated using the straight-line method over the estimated useful lives of the assets.
Repairs and maintenance are charged to expense as incurred. Certain fine art is not depreciated. Certain costs
associated with the acquisition or development of internal-use software are capitalized. Once the software is ready
for its intended use, these costs are amortized on a straight-line basis over the software’s expected useful life. We
amortize leasehold improvements over the shorter of the lives of the leases or estimated service lives of the
leasehold improvements.

Other Investments

Equity investments that do not have readily determinable fair values are carried at cost and included in other assets
on the consolidated balance sheets. Cost method investments are reviewed for impairment if events or changes in
circumstances occur that may have a significant adverse effect on the fair value of the investment.

We own Class B common shares of MasterCard Incorporated and Class USA common shares of Visa Inc. that
have zero cost basis and no book value. Other revenues include realized gains on the sale of MasterCard
Incorporated shares of $6.2 million in 2007 and $2.4 million in 2006.
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On February 20, 1998, we completed a transaction with Fleet Financial Group, Inc. (“Fleet”) to contribute
substantially all of our consumer credit card receivables, subject to liabilities, to a newly formed entity controlled by
Fleet that is now known as Fleet Credit Card Services, L.P. As of the consummation of the transaction on
February 20, 1998, our ownership interest in the newly formed entity was 4.99%. Our ownership interest at
December 31, 2007 and 2006 was approximately 1.3%. As a result of our May 28, 2004 agreement with Bank of
America Corp. (“Bank of America”) and the combination of Bank of America’s and Fleet Credit Card Services,
L.P’s consumer credit card businesses, our partnership interest in Fleet Credit Card Services, L.P. represents an
interest in the combined business. We account for our investment in Fleet Credit Card Services, L.P. using the cost
method and recognize dividend distributions from net accumulated earnings as income. The partnership interest is
included in other assets on the consolidated balance sheets and earnings on the partnership interest are included in
other revenues on the consolidated income statements. We received distributions from the partnership of
$2.6 million in the year ended December 31, 2007, $1.2 million in 2006 and $1.9 million in 2005.

Rewards Programs

We offer rewards programs with most of our business purpose credit cards. Under our rewards programs, customers
may earn cash back rewards and/or business rewards that can be redeemed for travel, gift certificates or
merchandise. Eligible customers earn rewards based on net purchases charged on their business credit card
accounts. We estimate the costs of future rewards redemptions and record a liability at the time rewards are earned
by the customer. These costs of future rewards redemptions are recorded as a reduction of other revenues on the
consolidated income statements. Estimates of the costs of future rewards redemptions include assumptions
regarding the percentage of carned rewards that customers will ultimately redeem and the cost of business
rewards. It is reasonably possible that actual results will differ from our estimates or that our estimated liability for
these programs may change.

Securities Sold Under Repurchase Agreements

We account for securities sold under agreements to repurchase as secured borrowings because we maintain effective
control over the transferred assets. Securities sold under agreements to repurchase are reflected at the amount of
cash received in connection with the transaction. We may be required to provide additional collateral based on the
fair value of the underlying securities.

Interchange Income

Interchange income represents fees paid to us by merchant banks through the credit card interchange network based
on the purchase activity of our customers as partial compensation for taking credit risk, absorbing fraud losses and
funding credit card receivables for a limited period prior to account billing. Interchange income includes
interchange fees on both owned and securitized business credit cards.

Stock-Based Compensation

SFAS No. 123(R), Share-Based Payment (“SFAS No. 123R™) addresses accounting for equity-based compensation
arrangements, including employee stock options, and requires entities to measure the cost of employee services
received in exchange for awards of equity instruments at the grant date of the award using a fair value based method.
We adopted SFAS No. 123R eifective January 1, 2006 using the modified prospective method. Awards that are
granted, modified, or settled after January 1, 2006 are measured and accounted for in accordance with
SFAS No. 123R and expense is recognized for the unvested portion of awards that were granted prior to January 1,
2006 based upon the fair value determined at the grant date under SFAS No. 123 Accounting for Stock Based
Compensation, as amended by SFAS No. 148, Accounting for Stock-Based Compensation — Transition and
Disclosure (“SFAS No. 123"). We estimate the fair value of each option grant on the date of grant using the Black-
Scholes-Merton option-pricing model. We recognize compensation expense on stock options and nonvested shares
over the vesting period of the award.
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Prior to our adoption of SFAS No. 123R, we recognized the effect of nonvested share forfeitures as they
occurred. Nonvested shares were previously referred to as restricted stock. Under SFAS No. 123R, we are required
to estimate forfeitures and to eliminate previously recognized compensation cost, net of related tax effects, for those
nonvested shares as a cumulative effect of a change in accounting principle effective January 1, 2006. We
determined that the compensation expense previously recognized in income as of December 31, 2005 related to
outstanding nonvested shares that may forfeit prior to vesting was not material. Prior to our adoption of
SFAS No. 123R, we classified nonvested shares as a separate component of stockholders’ equity. In accordance
with SFAS No. 123R, on January 1, 2006, we reclassified nonvested shares to additional paid-in capital on the
consolidated balance sheet. Prior to the adoption of SFAS No. 123R, we presented excess tax benefits from stock-
based compensation as an operating cash flow. SFAS No. 123R requires that cash flows resulting from tax
deductions in excess of recognized stock-based compensation costs be reported as a financing cash flow. Excess tax
benefits from stock-based compensation were $5.7 million in the year ended December 31, 2007, $12.1 million in
2006 and $12.8 million in 2005. We have elected the alternative transition method in Financial Accounting
Standards Board (“FASB”) Staff Position No. FAS 123R-3, Transirion Election Related to Accounting for the Tax
Effects of Share-Based Payment Awards to calculate the pool of excess tax benefits available to absorb tax
deficiencies recognized subsequent to the adoption of SFAS No. 123R.

Prior to January 1, 2006, we used the intrinsic value based accounting methodology prescribed by Accounting
Principles Board Opinion (“Opinion™) No. 25, Accounting for Stock Issued to Employees, as permitted by
SFAS No. 123, whereby compensation expense was the excess, if any, of the quoted market price of the stock
at the grant date or other measurement date over the amount an employee must pay to acquire the stock, and
compensation expense was recognized over the vesting period of the award. We also provided pro forma disclosures
of compensation expense for options granted to employees under our stock option plans, net of related tax effects,
net income and earnings per share, as if the fair value-based method of accounting had been applied. See Note 13 for
these pro forma disclosures for the year ended December 31, 2005.

Income Taxes

Our effective tax rate is based on expected income; statutory tax rates, current tax law, changes in uncertain tax
positions and tax planning opportunitics available to us in the various jurisdictions in which we operate.
Management judgment is required in determining our effective tax rate and in evaluating our tax positions.
Deferred income tax assets and liabilities are determined using the asset and liability (or balance sheet) method.
Under this method, we determine the net deferred tax asset or liability based on the tax effects of the temporary
differences between the book and tax bases of the various assets and liabilities and give current recognition to
changes in tax rates and laws. Changes in tax laws, rates, regulations and policies, or the final determination of tax
audits or examinations, could materially affect our tax estimates and are outside of our control. We evaluate the
realizability of the deferred tax asset and recognize a valuation allowance if, based on the weight of available
evidence, it is more likely than not that some portion or all of the deferred tax asset will not be realized. When
evaluating the realizability of the deferred tax asset, we consider estimates of expected future taxable income,
existing and projected book/tax differences, tax planning strategies available, and the general and industry specific
economic outlook. This realizability analysis is inherently subjective, as it requires management to forecast the
business credit card market and the cornpetitive and general economic environment in future periods. Changes in
estimate of deferred tax asset realizability, if applicable, are included in income tax expense on the consclidated
income statements,

FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an Interpretation of FASB
Statement No. 109, (“FIN No. 48”) provides a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. In accordance
with the statement, before a tax benefit can be recognized, a tax position is evaluated using a threshold that it is more
likely than not that the tax position will be sustained upon examination. When evaluating the more-likely-than-not
recognition threshold, the interpretation provides that a company should presume the tax position will be examined
by the appropriate taxing authority that has full knowledge of all relevant information. If the tax position meets the
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more-likely-than-not recognition threshold, it is initially and subsequently measured as the largest amount of

- benefit that is greater than 50% likely of being realized upon ultimate settlement. We adopted FIN No. 48 effective

January 1, 2007, and as a result, recorded a $6.1 million reduction to the opening balance of retained earnings. The
adoption did not have a material impact on our effective tax rate for the year ended December 31, 2007.

We classify interest and penalties related to unrecognized tax benefits as income tax expense. The liability for
unrecognized tax benefits is included in other liabilities on the consolidated balance sheets.

Discontinued Operations

Our exit from the mortgage business and discontinuance of the leasing business represent the disposal of business
segments following Opinion No. 30, Reporting the Results of Operations — Reporting the Effects of Disposal of a
Segment of a Business, and FExtraordinary, Unusual and Infrequently Occurring Events and Transactions.
Accordingly, results of these segments are classified as discontinued operations in all periods presented. Our
accounting for discontinuance of the mortgage and leasing businesses was not impacted by the issnance of
SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, since its provisions for disposal
groups of long-lived assets are effective for disposal activities initiated after January 1, 2002. We use estimates of
future cash flows in the accounting for discontinued operations, including estimates of the future costs of mortgage
business-related litigation and estimates of operating results of the leasing segment over the wind down period. As
all estimates used are influenced by factors outside of our control, there is uncertainty inherent in these estimates,
making it reasonably possible that they could change. Changes in estimates related to discontinued operations are
included in gain (loss), net, on discontinuance of mortgage and leasing businesses on the consolidated income
statements.

Earnings Per Share

Basic eamings per common share is computed by dividing net income available to common stockholders by the
weighted average number of common shares outstanding during the period. Net income available to common
stockholders is computed by deducting preferred stock dividends from net income. Diluted earnings per common
share is computed by dividing net income available to common stockholders by the sum of weighted average
common shares outstanding plus dilutive common shares for the period. Potentially dilutive common shares include
stock options and nonvested shares. Since the cash dividends declared on our Class B Common Stock were higher
than the dividends declared on the Class A Common Stock, basic and diluted earnings per common share have been
calculated using the “two-class” method. The two-class method is an earnings allocation formula that determines
earnings per share for each class of common stock according to dividends declared and participation rights in
undistributed earnings. Both classes of our common stock share equally in undistributed earnings or losses.

Recently Issued Accounting Standards

In August 2005, the FASB issued a revised exposure draft, Accounting for Transfers of Financial Assets — An
Amendment of FASB Statement No. 140. The statement provides guidance for determining whether financial assets
must first be transferred to a qualifying special-purpose entity (“QSPE") to be derecognized, determining additional
permitted activities for QSPEs, eliminating prohibitions on QSPEs’ ability to hold passive derivative financial
instruments, and requires that interests related to transferred financial assets held by a transferor be initially
recorded at fair value. In October 2007, the FASB reported that it expects to issue a revised exposure draft in the
second quarter of 2008. Management will evaluate any potential impact of the statement when it is available,

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. The statement defines fair
value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The statement also establishes a framework for measuring
fair value by creating a three-level fair value hierarchy that ranks the quality and reliability of information used to
determine fair value, and requires new disclosures of assets and liabilities measured at fair value based on their level
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in the hierarchy. We do not expect the adoption of this statement effective January 1, 2008 to have a material impact
on our financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities. The statement provides entities with an irrevocable option to report most financial assets and liabilities
at fair value, with subsequent changes in fair value reported in earnings. The election can be applied on an
instrument-by-instrument basis. The statement establishes presentation and disclosure requirements designed to
facilitate comparisons between entities that choose different measurement attributes for similar types of assets and
liabilities. The statement is effective for Advanta on January I, 2008. We do not anticipate that we will elect to
measure any existing financial assets or liabilities at fair value that are not currenily required to be measured at fair
value upon adoption of this statement. We do not expect the adoption of this statement to have a material impact on
our financial position or results of operations.

In March 2007, the FASB ratified the consensus reached by the Emerging I1ssues Task Force (“EITF”) on EITF
Issue No. 06-10, Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements. The consensus
provides guidance on whether an entity should recognize a liability for the postretirement benefit and how to
recognize and measure the asset associated with a collateral assignment split-dollar life insurance arrangement. The
consensus is effective for Advanta on January 1, 2008. We do not expect the adoption of this consensus to have a
material impact on our financial positien or results of operations. Costs related to premiums on split-dollar life
insurance policies that we expect to pay in postretirement periods, if applicable, are part of our supplemental
executive insurance program liability. See Note 13 for further discussion of this program.

Cash Flow Reporting

Cash paid for interest was $60.5 million for the year ended December 31, 2007, $40.5 million for 2006 and
$31.9 million for 20035. In addition, interest expense includes interest credited directly to the accounts of deposit
customers and retail note program investors of $36.4 million for the year ended December 31, 2007, $28.9 million
for 2006 and $22.9 million for 2005.

Cash paid for taxes was $27.5 million for the year ended December 31, 2007, $21.0 million for 2006 and
$18.8 million for 2005. Tax refunds received were $1.1 million for the year ended December 31, 2007, $10.0 million
for 2006 and $1.7 million for 2005.
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Note 3. Investments Available for Sale

Investments available for sale consisted of the following at December 31:

2007 2006 2005
Gross Gross Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Cost Gains Losses Yalue Cost Gains Losses Value Cost Gains Losses Value
U.S. Treasury and
govemment agency
securities § 18416 $ 54 $ (1) $18460 S$21008 5 0 $(158) § 20,940 % 51,399 $0 $ (722) § 50,677
State and municipal .
securities 18,554 129 32y 18651 13,247 65 (70) 13,242 4,730 31 (45) 4,716
Commercial paper 0 0 0 1] 6,944 0 3 6,941 0 0 0 ]
Corporate bonds 7525 1] (26) 7,499 8,488 0 (124) 8364 10,593 0 (148) 10445
Asset backed
securities' 40,234 10 (2904) 37340 46214 82 (100) 46,196 39,352 28 (114) 39266
Equity securities'? 8,066 1] (45) 8.021 10,118 0 (135) 9983 10,374 0 (73) 10,301
Money market funds 133,159 0 0 133,159 91T 0 U] 91,771 14,272 0 0 104,272
Other 361 0 0 361 - 40 0 1] 40 105 0 0 105
Total investments
available for sale $226,315 5193 $(3,008) $223500 $197920 8147 $(590) $197477 $220,825 $59 $(1,102) $219,782

(1) Includes mortgage-backed securities.

(2) Includes venture capital investments of $413 thousand at December 31, 2007, $1.0 million at December 31,
2006 and _$l.2 million at December 31, 2005. The amount shown as amortized cost represents fair value for
these investments.

Distributions from money market funds were $3.2 million in the year ended December 31, 2007, $1.0 million
in 2006 and $2.2 million in 2005, and were included in interest income on the consclidated income statements.

Maturities of investments available for sale at December 31, 2007 were as follows:

Amortized Fair

Cost Value
Due in 1 year $ 25924 $ 25944
Due after | but within 5 years 649 659
Due after 5 but within 10 years 10,640 10,701
Due after 10 years 7,643 7.676
Subtotal 44,856 44,980
Asset-backed securities 40,234 37,340
Equity securities 8,066 8,021
Money market funds 133,159 133,159
Total investments available for sale $226,315  $223,500

Net realized gains and losses on the sale of investments are included in other revenues on the consolidated
income statements. Realized gains and losses on sales of investments available for sale were as follows for the years
ended December 31:

2007 2006 2005
Gross realized gains $2,027 $2,119  §$1,452
Gross realized losses {696) 0 (755)
Net realized gains $1,331 %2119 § 697
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The fair value of investments available for sale in an unrealized loss position and the related unrealized losses

were as follows:

Less Than
12 Months in an
Unrealized Loss

12 Months
or Longer in an
Unrealized Loss

Position Position Total
Gross Gross Gross
Unrealized Fair Unrealized Fair Unrealized Fair
December 31, 2007 Amount Value Amount Value Amount Value
U.S. Treasury and government agency
securities $ Iy % 1,300 $ 0 3 0 $ (I $ 1,300
State and municipal securities 21) 4,188 (1 1,094 (32) 5,282
Corporate bonds 0 0 (26} 7,499 (26) 7,499
Asset-backed securities (2,797) 33,917 (107) 3,066 (2,904) 36,983
Equity securities 0 0 (45) 7,255 (45) 7,255

Total

$(2.819)  §39.405

$(189) 518914

$(3,008)  $58,319

Less Than
12 Months in an
Unrealized Loss

12 Months
or Longer in an
Unrealized Loss

Position Position Total
Gross Gross Gross
Unrealized Fair Unrealized Fair . Unrealized Fair
December 31, 2006 Amount Value Amount Value Amount Value
U.S. Treasury and government agency
securities - © $310) $ 3,701 $(148) $16,402 $(158) $20,103
State and municipal securities (34) 5,771 (36) 1,839 (70) 71,610
Commercial paper (3) 6,941 0 0 (3) 6,941
Corporate bonds 0 0 (124) 8,364 (124) 8,364
Asset-backed securities (13) 3,000 (87) 1,992 (100) 4,992
Equity securities 0 0 (135) 7,165 (135) 7,165
Total $(60) $19,413 $(530) $35,762 $(590) $55,175

There were no declines in the fair value of investments available for saie below their cost that were deemed to
be other than temporary at December 31, 2007 or 2006. At December 31, 2007, securities in an unrealized loss
position included one investment in U.S. Treasury and government agency securities, twenty-three investments in
asset-backed securities, seventeen investments in other debt securities and one equity investment. The range of
unrealized losses per individual debt security at December 31, 2007 was $1 thousand to $398 thousand. The
maximum length of time an investment was in an unrealized loss position was forty-five months as of December 31,
2007. Our asset-backed securities are primarily backed by subprime mortgage loans and home equity loans, and
they are exclusively floating rate, AAA and AA rated securities as of December 31, 2007. The fair values of these
securities declined in the second half of 2007 due to difficulties in the subprime mortgage industry that created
turmoil in the capital markets. The unrealized losses on debt securities, other than asset-backed securities, at
December 31, 2007 resulted from increases in interest rates, not from deterioration in the creditworthiness of the
issuers. In addition, the U.S. Treasury and government agency securities, state and municipal securities, corporate
bonds and commercial paper have contractual terms which do not permit the issuer to settle the securities at a price
less than the amortized cost of the investment. The unrealized losses on investments available for sale at
December 31, 2007 were not deemed to be other than temporary impairments based upon the length of time
and the extent to which the fair value has been less than cost, review of the current interest rate environment, the
underlying credit rating of the issuers, anticipated volatility in the market, and our intent and ability to retain the
investments for a period of time sufficient to allow for recovery in fair value, which may be maturity.
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The fair value of investments deposited with insurance regulatory authorities to meet statutory requirements or
held by a trustee for the benefit of primary insurance carriers was $6.3 million at December 31, 2007 and 2006.

Note 4. Receivables

Receivables on the balance sheet, including those held for sale, consisted of the following at December 31:

2007 2006
Business credit card receivables $1,031,607 §$1,133,132
Other receivables . 7,330 7,673
Gross receivables 1,038,937 . 1,140,805
Add: Deferred origination costs, net of deferred fees 20,271 25,130
Less: Allowance for reqcivable losses
Business credit cards (67,368) (49,715)
Other receivables {1,172) (1,211
Total allowance for receivable losses {68,540) (50,926)
Receivables, net ' $ 990,668  $1,115.009

We had commitments to extend credit to our credit card customers, representing unused lines of credit, of
$13.7 billion at December 31, 2007 and $11.5 billion at December 31, 2006. Lines of credit on our customers’ -
business purpose credit cards totaled $20.1 billion at December 31, 2007 and $16.7 billion at December 31, 2006.
We believe that our customers’ utilization of their lines of credit will continue to be substantially less than the
amount of the commitments, as has been our experience to date. We can increase or decrease our customers’ credit
lines at our discretion at any time.

See Note 6 for information on geographic and industry concentrations for owned business credit card
receivables. Also see Note 6 for statistical information on owned receivables 30 days or more delinquent, 90 days or
more delinquent, on nonaccrual status, accruing receivables past due 90 days or more, and net principal charge-offs.

At December 31, 2007, we have a $25 million borrowing collateralized by business credit card receivables. See
Note 9.

On January 7, 2008, we sold $125 million of business credit card receivables to one of our off-balance sheet
commercial paper conduit facilities. We committed to sell these receivables prior to December 31, 2007.
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Note 5. Allowance For Receivable Losses

The following table displaysfive years of allowance history for the years ended December 31:

2007 2006 2005 2004 2003
Balance at January 1 $50926 $45589 $50478 $48454 § 46,159
Provision for credit losses 58,165 38,600 40,297 42,368 45,423
Provision for interest and fee losses 11,588 8,830 9,270 9714 11,623
Gross principal charge-offs: '
Business credit cards (45374) 36,777y  (48,552) (42,991) (46,597)
Other receivables {3 {5) (5) (11) (34)
Total gross principal charge-offs 45,377y  (36,782) (48,557 (43,002) (46,631)
Principal recoveries:
Business credit cards 3,785 3,002 3,687 3,055 2,927
Other receivables 0 0 0 4 0
Total principal recoverics 3,785 3,002 3,687 3,059 2,927
Net principal charge-offs . {41,592)  (33,780) (44,870) (39,943) (43,704)
Interest and fee charge-offs:

Business credit cards {10,547) (8,313) (9,586) (10,115) (11,047
Balance at December 31 $68540 $50926 $45589 $50478 §$48454
Note 6. Securitization Activities
Accounts receivable from securitizations consisted of the following at December 31:

2007 2006
Retained interests in securitizations ’ $213,077  $234,054
Accrued interest and fees on securitized receivables, net'" 88,052 64,713
Amounts due from the securitization trust 48,452 35,719
Total accounts receivable from securitizations $349.581 $334,486

(1) Reduced by an estimate for uncollectible interest and fees of $17.3 million at December 31, 2007 and

$8.7 million at December 31, 2006.
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The following represents securitization data for the years ended December 31, and the key assumptions used in
estimating the fair value ‘of retained interests in securitizations at the time of each new securitization or
replenishment if quoted market prices were not available.

2007 2006 2005

Average securitized receivables $4,696,289 $3,337.888 $2,675,906
Securitization income 79,040 114,938 109,051
Discount accretion 20,449 18,158 14,809
Interchange income 199,519 155,160 126,056
Servicing revenues 92,393 63,726 51,079
Proceeds from new securitizations 1,391,984 2,160,674 1,248,066
Proceeds from collections reinvested in revolving- ‘

period securitizations 10,684,642 7,553,476 6,023,825
Cash flows received on retained interests 323,566 332,439 301,531
Key assumptions:

Discount rate 8.15%-15.28% 8.71%-10.43% 8.22%-11.27%

Monthly payment rate 19.28%-23.10% 21.29%-25.00% = 21.77%-25.00%

Loss rate 3.70%- 7.13% 3.70%- 4.90% 4.25%- 6.79%

Interest yield, net of interest earned by

noteholders 7.29%- 8.79% 7.30%- 9.95% 9.95%-11.28%

There were no purchases of delinquent accounts from the securitization trust in the three years ended
December 31, 2007.

We used the following assumptions in measuring the fair value of retained interests in securitizations at
December 31. The assumptions listed represent weighted averages of assumptiens used for each securitization. The
monthly payment rate assumptions used at both December 31, 2007 and 2006 result in cash flow projections over an
approximate three-month weighted average life of existing receivables for the retained interest-only strip valuation.

2007 2006
Discount rate 13.25% - 15.28% 8.82% - 9.84%
Monthiy payment rate 19.34% - 20.46%  21.29% - 23.10%
Loss rate 6.20% - 7.13% 370% - 4.07%
Interest yield, net of interest earned by noteholders R.79% 7.30%

In addition to the assumptions identified above, management also considered qualitative factors when
assessing the fair value of retained interests in securitizations such as the potential volatility of the current market
for similar instruments and the impact of the current economic environment on the performance of the receivables
sold.
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We have prepared éensitivity analyses of the valuations of retained interests in securitizations that were
estimated using the assumptions identified above. The sensitivity analyses show the hypothetical effect on the
estimated fair value of those assets of two unfavorable variations from the expected levels for each key assumption,
independently from any change in another key assumption. Set forth below are the results of those sensitivity
analyses on the valuation at December 31.

2007 2006
Effect on estimated fair value of the following hypothetical changes in key

assumptions:

Discount rate increased by 200 basis points $ (3.644) $ (4,764)
Discount rate increased by 400 basis points (7,154) (9,309)
Monthly payment rate at 115% of base assumption‘" (386) (1,144)
Monthly payment rate at 130% of base assumption'" (448) (2,591
Loss rate at 110% of base assumption (8,521} (3,633)
Loss rate at 125% of base assumption (21,303) (9,082)
Interest yield, net of interest earned by noteholders, decreased by 100 basis points (13,774} (9,819)
Interest vield, net of interest earned by noteholders, decreased by 200 basis points (27,549 (19,637

(1) The sensitivity analysis at December 31, 2006 used stress rates of 110% and 125% of the base monthly payment
rate assumption.

The objective of these hypothetical analyses is to measure the sensitivity of the estimated fair value of the
retained interests in securitizations to changes in assumptions. The methodology used to calculate the estimated fair
value in the analyses is a discounted cash flow analysis, which is the same methodology used to calculate the
estimated fair value of the retained interests if quoted market prices are not available at each reporting date. These
estimates do not factor in the impact of simultaneous changes in other key assumptions. The above scenarios do not
reflect management’s expectation regarding the future direction of these rates, and they depict only certain
possibilities out of a large set of possible scenarios. '
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Managed business credit card receivable data

Our managed business credit card receivable portfolio is comprised of both owned and securitized business
credit card receivables. Performance on a managed receivable portfolio basis is useful and relevant because we
retain interests in the securitized receivables and, therefore, we have a financial interest in and exposure to the
performance of the securitized receivables. Credit quality data on the managed business credit card receivable
portfolio was as follows at December 31:

2007 2006

Owned business credit card receivables $1,031,607 §1,133,132
Securitized business credit card receivables 5,315,421 4,073,128
Total managed receivables 6,347,028 5,206,260
Receivables 30 days or more delinquent:

Owned 42,424 26,053

Securitized 229,808 108,159

Total managed 272,232 134,212
Receivables 90 days or more delinquent:

Owned 19,204 12,632

Securitized ' 105,577 52,279

Total managed 124,781 64,911
Nonaccrual receivables:

Owned ' ‘ 10,104 10,524

Securitized 59,131 45,160

Total managed 69,235 55,684
Accruing receivables past due 90 days or more:

Owned 17,213 11,302

Securitized 94,139 46,785

Total managed 111,352 58,087
Net principal charge-offs for the year ended December 31¢;

Owned 41,589 33,775

Securitized 178,173 116,227

Total managed 219,762 150,002

(1) Net principal charge-offs for the year ended December 31, 2005 were $45 million on owned receivables and
$155 million on securitized receivables, for a total of $200 million on managed receivables.

At December 31, 2007, approximately 15% of our owned and managed business credit card receivables were
concentrated in the state of California. This compares to U.S. Census population estimates of 12% of the
U.S. population residing in the state of California. Approximately 15% of U.S. small businesses are domiciled
in California based on a 2007 Small Business Administration report of 2006 data. We had no other concentrations in
a single state in excess of 10% of total owned or managed business credit card receivables.

At December 31, 2007, our owned and managed business credit card receivables included the following
concentrations by Standard Industrial Classification industry division, based on the relative portion of the portfolio
for which industry data is available: 22% nonprofessional services, 16% professional services, 199 retail trade, and
13% construction. We had no other concentrations in industry divisions in excess of 10% of total owned or managed
business credit card receivables.

73




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 7. Other Assets and Liabilities

Other assets consisted of the following at December 31:

2007 2006

Net deferred tax asset

Investment in Fleet Credit Card Services, L.P.
Investment in preferred securities trust

Other

$ 38,147 § 39,166
32,095 32,095
3,093 3,093
147,580 92,411

Total other assets

$220915  $166,765

Other liabilities consisted of the following at December 31:

2007 2006

Liability for unrecognized tax benefits
Business rewards liability

Cash back rewards liability

Accounts payable and accrued expenses
Cash overdraft

Liabilities of discontinued operations, net
Current income taxes payable

Other

$ 39495 & 0
29,768 25,467
9,590 7.366
31,563 31,628
23,993 41,188
2,967 1,607
2,464 21,473
38,073 21,891

Total other liabilities

$177.913  $150.620

Note 8. Deposits

Deposit accounts consisted of the following at December 31:

2007 2006
Demand deposits 5 8874 $ 43889
Money market savings 84,804 72,525

Time deposits of $100,000 or less
Time deposits of more than $100,000

867,263 668,398
690,796 619,326

Total deposits

$1,651,737  $1,365,138

All deposits are interest bearing except demand deposits. Time deposit maturities were as follows at

December 31, 2007:

Year Ending December 31,
2008
2009
2010
2011
2012

$1,066,348
384,995
68,466
20,415
17,835

The average interest cost of our deposits was 5.10% for the year ended December 31, 2007, 4.43% for 2006 and

3.46% for 2005.
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Note 9. Debt and Other Borrowings

The composition of debt was as follows at December 31:

2007 2006
RediReserve variable rate demand certificates (4.50%-4.65%) $ 1039 $ 12,511
91 day retail notes, fixed (3.12%) 753 738
6 month retail notes, fixed (5.26%) 3,029 1,826
12 month retail notes, fixed (3.92%-5.39%) 27,206 20,170
}8 menth retail notes, fixed (3.33%-6.06%) 5,725 4,333
24 month retail notes, fixed (4.11%-6.30%) 18,054 19,336
30 month retail notes, fixed (3.68%-5.97%) 4,961 5,251
36 month retail notes, fixed (4.40%-6.77%) 11,530 16,556
48 month retail notes, fixed (5.12%-7.23%) 11,314 16,128
60 month retail notes, fixed (5.59%-9.22%) 96,717 106,677
84 month retail notes, fixed (6.30%-8.62%) 5,669 4,278
120 month retail notes, fixed (6.77%-9.53%) 22,979 16,500
Other retail notes, fixed (4.40%-9.53%) 2,515 1,822
Total debt $220,848  $227,126

Interest rates shown in the table above represent the range of rates on debt cutstanding at December 31, 2007.
The annual contractual maturities of debt were as follows at December 31, 2007:

Year Ending December 31,

2008 $107,713
2009 44,694
2010 16,177
2011 11,558
2012 and thereafter 40,706

The average interest cost of our debt was 6.90% for the year ended December 31, 2007, 6.39% for 2006 and
6.16% for 2005.

At December 31, 2007, we had $25.0 million of borrowings in connection with a $100 million secured
borrowing agreement. The borrowing agreement is committed through April 2008 and borrowings are collater-
alized by business credit card receivables. There were no similar borrowings at December 31, 2006.

We have an uncommitted master repurchase agreement using subordinated trust assets rated BB by Standard &
Poor’s and Ba2 by Moody’s Investor Service as collateral. There were no borrowings in connection with this
agreement at December 31, 2007 or 2006. At December 31, 2007, we had $131.8 million of subordinated trust
assets held at non-bank subsidiaries that were rated BB by Standard & Poor’s and Ba2 by Moody’s Investor Service.

AtDecember 31, 2007, Advanta Bank Corp. had uncommitted federal funds purchased facilities available with
six correspondent banks totaling $247.0 miltion.
Note 10. Subordinated Debt Payable to Preferred Securities Trust

We own 100% of 2 statutory business trust, Advanta Capital Trust 1, that issued $100 million of trust preferred
securities, representing preferred beneficial interests in the assets of the trust. We established the trust in 1996 as a
financing vehicle and used the proceeds from the issuance for general corporate purposes. The assets of the trust
consist of $103 million of 8.99% junior subordinated debentures issued by Advanta Corp., due December 17, 2026.
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The trust preferred securities are subject to mandatory redemption upon the optional prepayment by Advanta Corp.
of the junior subordinated debentures at any time on or after December 17, 2006 at an amount per trust preferred
security equal to 104,495% of the principal amount plus accrued and unpaid distributions. This amount declines
ratably on each December 17 thereafter to 100% on December 17, 2016. Advanta Corp. provides a full and
unconditional guarantee of payments of distributions and other amounts due on the trust preferred securities.
Dividends on the trust preferred securities are cumulative and payable semi-annually in arrears at an annual rate of
8.99%. and are deferrable at our option for up to ten consecutive semi-annual periods, provided that no deferral may
extend beyond December 17, 2026. We cannot pay dividends on our preferred or common stocks during
deferments. There have been no deferments as of December 31, 2007. The trust has no operations or assets
separale from its investment in the junior subordinated debentures.

In accordance with FASB Interpretation No. 46, Consolidation of Variable Interest Entities — An Interpre-
tation of ARB No. 51, as revised, the subsidiary trust that issued the trust preferred securities is not consolidated. The
consolidated balance sheets include subordinated debt payable to preferred securities trust of $103 million and an
equity investment in the trust of $3 million. The consolidated income statements include interest expense on
subordinated debt payable to preferred securities trust of $9.3 million for the year ended December 31, 2007 and
$9.2 million for 2006 and 2005.

The following is summarized financial information for Advanta Capital Trust [:

December 31,
2007 2006

Balance Sheet
Total assets $103,453  $103,453
Total liabilities 360 360
Mandatorily redeemable preferred securities 100,000 100,000
Total common securityholder’s equity 3,093 3,093

Year Ended December 31,

2007 2006 2005

Income Statement
Interest income $9,268 %9268 39,268
Expenses 0 0 0
Net income $9,268 §9,268  $9,268

Note 11. Commitments and Contingencies
Contingencies

Advanta Corp. has a membership interest in Visa U.S.A. Inc. (“Visa USA”) related primarily to our former
consumer credit card business, which we exited in 1998. On October 3, 2007, Visa Inc. (“Visa™) announced that it
had complesed restructuring transactions in preparation for its initial public offering (“IPO”") expected to occur in
2008. As part of this restructuring, Advanta Corp. received its proportionate number of Class USA shares of Visa
common stock (“Visa Class USA Shares™) based on our curnulative transaction volume, which related primarily to
our former consumer credit card business.

On November 7, 2007, Visa reached a settlement with American Express related to an antitrust lawsuit (the
“Am Ex Litigation™). If the IPO is consummated, Visa is expected to set aside a portion of the proceeds from its IPO
in an escrow account to fund litigation judgments or settlements that have occurred or may occur related to specified
litigation matters including the Am Ex Litigation (the “Litigation Escrow”). Advanta Corp. and its subsidiaries were
not named as defendants in the Am Ex Litigation or the other specified litigation matters. However, if Visa’s IPO is
not consummated or the Litigation'Escrow is not sufficient to satisfy the settlement of the Am Ex Litigation and the
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other specified litigation matters, the members of Visa USA to varying extents may be required to fund certain
losses incurred by Visa in connection with those matters due to member indemnification provisions within Visa
USA’s bylaws, We recorded a $4.2 million reserve in 2007 associated with our contingent obligation to Visa USA
related to Visa's settlement of the Am Ex Litigation. While the estimation of any potential losses related to Visa's
other specified litigation matters is highly judgmental, we recorded an additional $7.8 million liability in 2007 for
the estimated fair value of our contingent indemnification obligation with respect to the other specified Visa
litigation marters. We anticipate that Visa’s settlement of the Am Ex Litigation and other specified litigation matters
will be satisfied with the Litigation Escrow, at which time we will be able to reduce the liability we established by
our proportionate share of the amounts funded in the Litigation Escrow. We also anticipate that a portion of our Visa
Class USA Shares will be redeemed by Visa in connection with the IPO and we will record a gain equal to any cash
proceeds received for our shares.

Advanta Corp. and its subsidiaries are involved in class action lawsuits, other litigation, claims and legal
proceedings arising in the ordinary course of business or discontinued operations. Management believes that the
aggregate loss, if any, resulting from existing litigation, claims and other legal proceedings will not have a material
adverse effect on our financial position or results of operations based on our current expectations regarding the
ultimate resolutions of these existing actions after consultation with our attorneys. However, due to the inherent
uncertainty in litigation and since the ultimate resolutions of our litigation, claims and other legal proceedings are
influenced by factors outside of our control, it is reasonably possible that actual results will differ from our
estimates.

Obligations under Guarantees

In the normal course of business, including discontinued operations, we enter into agreements or other relationships
with third parties pursuant to which we may be obligated under specified circumstances to indemnify the
counterparties with respect to certain matters, Our contractual indemnification obligations typically arise in the
context of agreements entered into by us to, among other things, purchase or sell assets or services, finance our
business and business transactions, establish alliances or other strategic business relationships, service assets
(including for unaffiliated third parties), buy or lease real property and license intellectual property. The agreements
we enter into in the normal course of business, including discontinued operations, generally require us to pay certain
amounts to the other party associated with claims or losses if they result from our breach of the agreement, including
the inaccuracy of representations or warranties. The agreements we enter into may also contain other indemni-
fication provisions that obligate us to pay certain amounts upon the occurrence of certain events, such as the
negligence or willful misconduct of our employees, infringement of third party intellectual property rights or claims
that performance of the agreement constitutes a violation of law, In addition to contractual indemnification
provisions, we rnay be subject to indemnification obligations to third parties arising out of our investment in or other
relationship with third parties. including our current or past membership in organizations or associations. Generalty,
payment by us under an indemnification provision is conditioned upon the other party making a claim, and typically
we can challenge the other party’s claims. Further, our indemnification obligations may be limited in time and/or
amount, and in some instances, we may have recourse against third parties for certain payments made by us under an
indemnification agreement or obligation. Also, in connection with the securitization of receivables, we enter into
agreements pursuant to which we agree to indemnify other parties to these transactions. The agreements contain
standard representations and warranties about the receivables that are securitized and include indemnification
provisions under certain circumstances involving a breach of these representations or warranties, In connection with
the securitization transactions we also include indemnifications that protect other parties to the transactions upon
the occurrence of certain events, such as violations of securities laws and certain tax matters. With the exception of
the Visa USA contingent indemnification obligation discussed above, contingencies triggering material indem-
nification obligations have not occurred historically and are not expected to occur. Maximum exposure to loss is not
possible to estimate due to the conditional nature of our obligations and the unique facts and circumstances involved
in each particular agreement. The nature of the indemnification provisions in the various types of agreements and
relationships described above are low risk and pervasive, and we consider them to have a remote risk of loss. As
discussed above, we recorded a $12.0 million liability in 2007 for our contingent obligation to Visa USA related 1o
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Visa's settlement of the Am Ex Litigation and for the estimated fair value of our contingent indemnification
obligation with respect to the other specified Visa litigation matters. There are no other amounts on the consolidated
balance sheets related to indemnifications.

In connection with our exit from certain businesses, we have entered into agreements that include customary
indemnification obligations to the other parties. In general, the agreements we have entered into in connection with
our disposition of assets, liabilities and/or businesses provide that we will indemnify the other partics to the
transactions for certain losses relating to the assets, liabilities or business acquired by them. The obligations to
indemnify are transaction and circumstance specific, and in most cases the other party must suffer a minimum
threshold amount of losses before our indemnification obligation is triggered. Under the indemnification provi-
sions, payment by us is generally conditioned upon the other party making a claim pursuant to the procedures
specified in the particular agreement, and the procedures typically allow us to challenge the other party’s claims. It
is not possible to determine the maximum potential amount of future payments under these or similar arrangements
due to the conditional nature of our obligations and the unique facts and circumstances involved in each particular
agreement. We previously had litigation relating to indemnification provisions of transaction agreements governing
the transfer of the consumer credit card business and our exit from the mortgage business. Outstanding litigation
relating to both of these transaction agreements was resolved prior to December 31, 2005. There are no amounts on
the consolidated balance sheets related to these indemnifications.

We own 100% of a statutory business trust that issued $100 million of trust preferred securities, representing
preferred beneficial interests in the assets of the trust. See Note 10 for further discussion. Advanta Corp. provides a
full and unconditional guarantee of payments of distributions and other amounts due on the trust preferred
securities. At December 31, 2007, the maximum amount of the undiscounted future payments that Advanta Corp.
could be required to make under this guarantee was $271 million, representing the amount of trust preferred
securities outstanding of $100 million at December 31, 2007 and future dividends of approximately $9 million per
year through December 2026. Our consolidated balance sheets reflect the subordinated debt payable to the trust of
$103 million.

See Note 22 for a discussion of parent guarantees of subsidiary obligations.

Commitments

We lease office space in several states under leases accounted for as operating leases. Total rent expense was
$5.7 million for the year ended December 31, 2007, $5.4 million for 2006, and $5.1 million for 2005. Future
minimum lease payments include rent and other related expenses. The future minimum lease payments of non-
cancelable operating leases are as follows at December 31, 2007:

Year Ending December 31,

2008 $6,258
2009 6,273
2010 4,832

In the normal course of business, we have commitments to extend credit to our business credit card customers.
See Note 4 for further discussion.
Note 12. Capital Stock

Class A Preferred Stock is entitled to ¥4 vote per share and a noncumulative dividend of $140 per share per year,
which must be paid prior to any dividend on the common stock. The redemption price of the Class A Preferred Stock
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is equivalent to its par value and redemption is only permitted upon approval of the Board of Directors of Advanta
Corp. Cash dividends per share of common stock declared were as follows for the years ended December 31:

2007 2006 2005
Class A Commeoen Stock $0.6730  $0.5006  $0.2898
Class B Common Stock 0.8075 0.6007 0.3478

In May 2006, we repurchased 1.5 million shares of Class B Common Stock beneficially owned by Advanta
Corp.’s Chairman and Chief Executive Officer for $38.5 million. The stock repurchase and material terms were
authorized by Advanta Corp.’s Audit Committee and Board of Directors (with the Chairman and Chief Executive
Officer abstaining). Also in May 2006, in connection with the vesting of shares related to the 2005 performance year
for our management incentive program, we withheld 198 thousand vested shares with a market value of $5.0 million
from certain employees (including officers) to meet our minimum statutory tax withholding requirements.

In January 2007, in connection with the exercise of stock options by an officer, we withheld 20 thousand shares
of Class B Common Stock with a market value of $592 thousand to meet our minimum statutory tax withholding
requirements. In April 2007, in connection with the vesting of shares related to the 2006 performance year for our
management incentive program, we withheld 24 thousand vested shares with a market value of $757 thousand from
certain employees (including officers) to meet our minimum statutory tax withholding requirements.

in April 2007, the Board of Directors of Advanta Corp. approved a three-for-two stock split, in the form of a
50% stock dividend payable June 15, 2007, on both Class A and Class B Common Stock. The Board of Directors of
Advanta Corp. also authorized the repurchase of up to 1.5 miltion shares of Advanta Corp.’s Class B Common -
Stock. In 2007, we completed repurchases in connection with this authorization for a total of $36.9 million,

We retired 631 thousand treasury shares of Class A Common Stock and 6.3 million treasury shares of Class B
Common Stock in 2007, '

Note 13. Stock-Based Compensation and Benefit Plans

We have adopted a stock-based incentive plan designed to provide incentives to participating employees to remain
in our employ and devote themselves to Advanta's success. Our incentive plan authorizes an aggregate of
30.0 million shares of Advanta Corp. Class B Common Stock for the grant of stock options, awards of shares
of stock or awards of stock appreciation rights to employees, directors and consultants. Shares available for future
grant were 7.0 million at December 31, 2007 and 8.4 million at December 31, 2006.

Nonvested Shares

Under our stock-based incentive plan, we have management incentive programs that provide eligible employees
with the opportunity to elect to take portions of their potential, or target, bonus payments for future years in the form
of nonvesied shares of Advanta Corp. Class B Common Stock. Nonvested shares were formerly referred to as
restricted stock. To the extent that these elections are made, or are required by the terms of the programs for certain
of our executive officers, nonvested shares are granted to employees. The number of nonvested shares granted to
employees is determined by dividing the amount of future target bonus payments that the employee elects to receive
in stock by the market price as determined under the incentive program. Nonvested shares vest ten years from the
date of grant and are subject to forfeiture prior to vesting under certain conditions, including termination of
employment. Vesting has been and may continue to be accelerated annually with respect to the nonvested shares
granted under the program covering the particular performance year, based on the extent to which the employee and
Advanta met or meet their respective business objectives and/or performance goals for-that performance year. We
also may issue nonvested shares to employees as part of employment agreements. The vesting and forfeiture terms
vary depending on the specific terms of the employment agreement.
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Compensation expense, net of forfeitures, and related tax effects recognized in connection with nonvested
shares were as follows for the years ended December 31:

2007 2006 2005
Compensation expense $4,716 35,593  $6,721
Income tax benefit 1,820 2,153 2,621

The total fair value of nonvested shares that vested was $7.5 million for the year ended December 31, 2007,
$22.8 million for 2006 and $20.2 million for 2005. As of December 31, 2007, there was $12.6 million of total
unrecognized compensation expense refated to outstanding nonvested shares and we expect to recognize the
expense over a weighted average period of 2.3 years. ‘

The following table summarizes nonvested share activity for the years ended December 31:

2007 2006 2005
Weighted Average Weighted Average Weighted Average
Number of  Price at Date of  Number of  Price at Date of  Number of  Price at Date of
(Shares in thousands) Shares Issuance Shares Issuance Shares Issuance
Qutstanding at
beginning of year 1,238 $20.88 1,217 $ 571 2,676 $ 645
Granted 297 17.78 1,073 24.30 15 14.85
Vested (239) 24.22 (896) 5.79 (1,242) 7.00
Forfeited (198) 20.67 (156) 12.75 (232) 7.87
Qutstanding at end of
year 1,098 $19.35 1,238 $20.88 1,217 $ 571

In February 2008, 565 thousand nonvested shares were granted in connection with the management incentive
program covering potential bonus awards for performance year 2010.

Stock Options

All stock options outstanding in the three years ended December 31, 2007 were options to purchase Class B
Common Stock. Our stock options generally vest over a four-year period and expire ten years after the date of grant.
Compensation expense, net of forfeitures, and related tax effects recognized in connection with employee stock
options were as follows:

2007 2006 2005
Compensation expense $5.448 $3.842 S0
Income tax benefit 2,103 1,479 0
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As of December 31, 2007, there was $12.0 million of total unrecognized compensation expense related to
outstanding stock options and we expect to recognize the expense over a weighted average period of 2.1 years.
Stock option activity in the years ended December 31 was as follows:

2007 2006 2005
Number of  Weighted Average  Number of  Weighted Average ~ Number of = Weighted Average

(Shares in thousands) Options .  Exercise Price Options Exercise Price Options Exercise Price
Outstanding at beginning .

of year 7.419 $10.88 7479 $ 7.58 8,283 $ 7.43
Granted 1,624 29.90 1,518 25.18 232 15.68
Exercised (810) 10,22 (1,344) 7.83 | (784) 7.78
Forfeited (441) 25.02 (234) 15.69 ‘ (252) 9.56
Expired (10) 17.03 0 0 0 0
Outstanding at end of :

year 7,782 S14.11 7,419 $10.88 7,479 $ 7.58
Options exercisable at

end of year 3,061 $ 7.80 4,904 $ 6.95 5,520 $ 6.97
Weighted average fair

value of options

granted in the year $6.42 $6.66 $6.33

The aggregate intrinsic value of stock options exercised was $16.4 million in the year ended December 31,
2007, $21.8 million in 2006 and $7.3 million in 2005. The aggregate intrinsic value of stock options outstanding at
December 31, 2007 was $8.9 million with a weighted average remaining contractual life of 4.9 years, The aggregate
intrinsic value of stock options exercisable at December 31, 2007 was $8.9 million with a weighted average
remaining contractual life of 2.9 years.

The assumptions listed in the table below represent weighted averages of the assumptions used to estimate the
fair value for each option grant using the Black-Scholes-Merton option pricing model. The expected dividend yield
is based on current dividend rates. If applicable, expected dividend yield also includes the expected impact of
announced and anticipated changes in dividend rates based upon management’s expectations of future performance.
The expected life of the options is estimated by reviewing historical option exercise data and considering the
contractual life of the options and the vesting periods. Expected volatility is based on the historical volatility of
Class B Common Stock. The risk-free interest rate is based on the discount rate on a U.S. Treasury Note of a similar
duration to the expected life of the options.

i 2007 2006 2005
Expected life (in years) 5.6 53 5.0
Expected volatility 33.66% 38.09% 53.60%
Risk-free interest rate 4.52% 4.95% 3.79%
Expected dividend yield 4.92% 4.24% 3.14%

Range of expected dividend yield over expected life 2.84% — 6.88% 2.70% - 7.38% 2.32% —4.07%
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Prior to January 1, 2006, we used the intrinsic value based method of accounting for employee stock options
permitted by SFAS No. 123 and, as a result, have provided pro forma disclosures of compensation expense. Had
compensation expense for employee stock options been determined using the fair value based method, our
compensation expense for employee stock options, net of related tax effects, net income and net income per
common share would have changed to the following pro forma amounts for the year ended December 31, 20035:

2005
As Pro
Reported Forma

Stock-based employee compensation expense for stock option plans,

net of related tax effects 3 0 §$ 2449
Net income ' 110,429 107,980
Basic net income per common share

Class A $ 274 § 267

Class B 2.82 2.76

Combined 2.79 273
Diluted net income per common share

Class A $ 251 s 245

Class B 2.55 2.49

Combined 2.54 247

Due to the restructuring of Advanta in the first quarter of 2001, we implemented a program whereby certain
out-of-the-money options were exchanged for shares of Class B Common Stock. Shares granted in exchange for
options were immediately vested but their distribution was deferred. Participants could elect to receive distributions
of 25% of their shares on the first, second, third and fourth anniversaries of the program or to defer distributions of
any installment of shares until the second through tenth anniversaries of the program. If a participant terminates
employment with Advanta, any unpaid installments will be distributed on the tenth anniversary of the program. We
distributed 44 thousand shares in the year ended December 31, 2007, No shares were distributed in the year ended
December 31, 2006. We distributed 37 thousand shares in the year ended December 31, 2005. There were 64
thousand shares remaining to be distributed in connection with this program at December 31, 2007,

Employee Savings Plan

Our Employee Savings Plan is a defined contribution plan available to all of our employees who have reached age 21
with six months of service. It provides tax-deferred savings and investment opportunities, including the ability to
invest in Advanta Corp. Class B Common Stock. The plan provides for discretionary employer contributions equal
to a portion of the first 5% of an employee’s compensation contributed to the plan. The compensation expense for
this plan totaled $1.9 million for each of the three years ended December 31, 2007. All shares of Advanta Corp.
Class B Common Stock purchased by the plan in the three years ended December 31, 2007 were purchased on the
open market.

Employee Stock Purchase Plan

We have an Employee Stock Purchase Plan, which ‘allows employees and directors to purchase Advanta Corp.
Class B Common Stock at a 15% discount from the market price without paying brokerage fees. We report this 15%
discount as compensation expense and we incurred expense of $74 thousand for the year ended December 31, 2007,
$68 thousand for 2006 and $76 thousand for 2005. All shares of Advanta Corp. Class B Common Stock purchased
by the plan in the three years ended December 31, 2007 were purchased on the open market.
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Employee Stock Ownership Plan

On September 10, 1998, the Board of Directors autherized the formation of an Employee Stock Ownership Plan
(“ESOP”), available to all of our employees who have reached age 21 with one year of service. In 1998, the ESOP
borrowed approximately $12.6 million from Advanta Corp. and used the proceeds to purchase approximately
1.5 million shares of Class A Common Stock. The ESQOP loan is repayable with an interest rate of 8% over 30 years.
We make contributions to the ESOP equal to the ESOP’s debt service less dividends received on ESOP shares. As
the ESOP makes each loan payment, an appropriate percentage of stock becomes available to be allocated to
participants. At the time of the loan payment, shares are allocated to participants equal to the vatue of dividends on
allocated shares used for loan payments. The remaining shares available for allocation are allocated to eligible
employees’ accounts as of each year-end based on relative participant compensation. Unallocated shares are
reported as unearned ESOP shares on the consolidated balance sheets. As shares of commeon stock acquired by the
ESOP are committed to be released 1o each employee, we report compensation expense equal to the current market
price of the shares, and the shares become outstanding for earnings per share computations. Dividends on allocated
ESOP shares are recorded as a reduction of retained earnings. Dividends on unallocated ESOP shares are used to
fund debt service of the ESOP. ESOP compensation expense was $1.2 million for the year ended December 31,
2007, $1.1 million for 2006 and $822 thousand for 2005. At December 31, 2007, there were 1.0 million unearned
and unallocated ESOP shares with a fair value of $7.7 million. At December 31, 2006, there were 1.1 million
unearned and unallocated ESOP shares with a fair value of $29.2 million.

Supplemental Executive Plans

In February 2005, the Board of Directors approved and established the Advanta Corp. Supplemental Executive
Retirement Plan (“SERP") to provide retirement benefits to a senior executive with an unreduced survivor benefit to
the executive’s spouse. The SERP is a nonqualified, noncontributory, unfunded defined benefit retirement plan. The
annual benefit of $625 thousand vests ratably from February 2005 through August 2012,

In April 2007, the Board of Directors approved a supplemental executive insurance program (“SEIP”) to
provide certain senior executives with benefits including payments to cover their tax costs associated with split
dollar life insurance policies and unanticipated additional insurance premiums that the executives may need to fund
in the future. Benefits continue after the executive’s retirement. With respect to one executive, the SEIP also
provides an unreduced survivor benefit to the executive’s spouse. The SEIP is a nonqualified, noncontributory,
unfunded defined benefit plan. SEIP post-retirement benefits vest ratably from April 2007 through the date the
executive reaches age 70.

The measurement date used to determine the benefit obligation for the SERP and SEIP is December 31. The
related benefit obligations are included in other liabilities on the consolidated balance sheets. We used a weighted
average discount rate in calculating the benefit obligation for the SERP of 6.5% as of December 31, 2007 and 5.9%
as of December 31, 2006. We used a weighted average discount rate in calculating the benefit obligation for the
SEIP of 6.2% as of December 31, 2007. The SERP net periodic pension cost included in compensation expense was
as follows for the years ended December 31:

2007 2006 2005

Service cost $831 $769 $742
Interest cost 90 64 19
Total net periodic pension cost $921 %833 %761

The SEIP net periodic pension cost included in compensation expense for the year ended December 31, 2007
was $1.1 million, comprised of service cost of $1.1 million and interest cost of $23 thousand.
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The accumulated benefit obligation for the SERP is equal to the projected benefit obligation since the SERP
uses a flat-benefit formula. The following is a reconciliation of the beginning and ending balances of the
accumulated benefit obligations at December 31: ’

SERP SEIP
2007 2006 2007 2006
Benefit obligation at beginning of year $1,594 $ 761 % 0 %0
Service cost 831 769 1,088 0
Interest cost 90 64 23 0
Actuanial gains (240) 0 0 0
Benefit obligation at end of year $2,275  $1,594  $1,111 $0

Accumulated other comprehensive income included a $240 thousand pretax actuarial gain for the SERP that
has not yet been recognized as a component of net periodic pension cost at December 31, 2007. The estimated
pretax portion of the actuarial gain that is expected to be recognized as a component of net periodic pension cost in
2008 is $3 thousand.

As of December 31, 2007, we expect to make SERP and post-retirement SEIP benefit payments in the next ten
years as follows:

Year Ending December 31, SERP SEIP

2008 $ 5 % 0
2009 9 0
2010 13 it}
2011 18 0
2012 274 98
2013 through 2017 3,120 1,111

Note 14. Minimum Regulatory Capital Requirements

In April 2007, we received approval for the conversion of Advanta National Bank from a national bank to a
Delaware state chartered bank that is named Advanta Bank. The conversion to a Delaware state bank was effective
May 3, 2007. This bank subsidiary’s operations are currently not material to our consolidated operating results.

Advanta Bank Corp. and Advanta Bank are subject to various regulatory capital requircments administered by
the federal and state banking agencies. Failure to meet minimum capital requirements can initiate certain
mandatory — and possibly additional discretionary — actions by regulators that, if undertaken, could have a
direct material effect on the banks’ and our financial statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, banks must meet specific capital guidelines that involve
guantitative measures of their assets, liabilities, and certain off-balance sheet items as calculated under regulatory
accounting practices. The banks’ capital amounts and classification are also subject to qualitative judgments by the
bank regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the banks to maintain
minimum amounts and ratios (set forth in the table below) of total and Tier I capital to risk-weighted assets, and of
Tier I capital to average assets, each as defined in the regulations. Management believes that our bank subsidiaries
met all capital adequacy requirements to which they were subject as of December 31, 2007 and 2006.

As of December 31, 2006, Advanta National Bank had agreements with its bank regulatory agency that
required Advanta National Bank to have a ratio of 12.7% for Tier 1 and total capital to risk-weighted assets, and to a
ratio of 5% for Tier | capital to adjusted total assets as defined in the agreement. In addition, the agreement
prohibited the payment of dividends by Advanta National Bank without prior regulatory approval. These agree-
ments were terminated when Advanta National Bank converted to a Delaware Bank effective May 3, 2007.
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As set forth in the table below, at December 31, 2007 and 2006, our bank subsidiaries had capital at levels a
bank is required to maintain to be classified as “well-capitalized” under the regulatory framework for prompt
corrective action. However, Advanta National Bank did not meet the definition of “well-capitalized” as of
December 31, 2006 because of the existence of its agreement with its regulatory agency, even though it had
achieved the higher imposed capital ratios required by the agreement.

To Be Adequately To Be Well-
Capitalized Under Capitalized Under
Prompt Corrective Prompt Corrective
Actual Action Provisions Action Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 2007
Total Capital (to Risk-Weighted
Assets)
Advanta Bank Corp. $446,197 22.66% $258,762 = R.0% $284,330 = 10.0%
Advanta Bank 15437 97.12 1,272 = 8.0 1,590 = 10.0
Tier I Capital (to Risk-Weighted
Assets)
Advanta Bank Corp. $405,517  20.60% $178,594 = 4.0% $207,548 = 6.0%
Advanta Bank 15,266  96.04 635 = 4.0 953 = 6.0
Tier I Capital (to Average Assets)
Advanta Bank Corp. $405,517 17.54% $ 92499 = 4.0% $115624 = 5.0%
Advanta Bank 15,266  38.96 : 1,960 = 4.0 1,960 = 5.0
December 31, 2006
Total Capital (to Risk-Weighted
Assets)
Advanta Bank Corp. $439,335 2137% $259.648 = 8.0% $286,535 = 10.0%
Advanta National Bank 77,984 287.33 2,170 = 8.0 2715 = 10.0
Tier I Capital (to Risk-Weighted
Assets)
Advanta Bank Corp. $398,653  19.39% = $177.516 = 4.0% $207.866 = 6.0%
Advanta National Bank 717,762  286.51 1,085 = 4.0 1,628 = 6.0
Tier I Capital (to Average Assets)
Advanta Bank Corp. $398,653  20.33% $ 78,444 = 4.0% $ 98,055 = 35.0%
Advanta National Bank 77,762  78.25 3,975 = 4.0 4970 = 50

Note 15. Restrictions on Dividends, Loans and Advances

In the normal course of business, Advanta Corp. and its subsidiaries enter into agreecments, or are subject to
regulatory requirements, that result in dividend and loan restrictions.

Banks insured by the Federal Deposit Insurance Corporation are subject to certain provisions of the Federal
Reserve Act which impose various legal limitations on the extent to which banks may finance or otherwise supply
funds to certain of their affiliates. In particular, Advanta Bank Corp. and Advanta Bank are subject to certain
restrictions on any extensions of credit to, or other covered transactions, such as certain purchases of assets, with
Advanta Corp. or its affiliates. These restrictions prevent Advanta Bank Corp. and Advanta Bank from lending to
Advanta Corp. and its affiliates unless these extensions of credit are secured by U.S. Government obligations or
other specified collateral. Further, secured extensions of credit are limited in amount; (1) as to Advanta Corp. or any
affiliate, to 10% of each bank’s capital and surplus; and (2) as to Advanta Corp. and all affiliates in the aggregate, to
20% of each bank’s capital and surplus.

Under grandfathering previsions of the Competitive Equality Banking Act of 1987, Advanta Corp. is not
required to register as a bank holding company under the Bank Holding Company Act of 1956, as amended, so long
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as Advanta Corp. and Advanita Bank continue to comply with certain restrictions on their activities. These
restrictions include the limitation that Advanta Bank may take demand deposits but may not be in the business of
making commercial loans. We have no present plans to register as a bank holding company under the Bank Holding
Company Act.

Advanta Bank Corp. paid $95 million in cash dividends to Advanta Corp. in 2007, $75 million in 2006 and
$35 million in 2005. Advanta National Bank paid a dividend of $39.1 million and return of capital of $28 million to
Advanta Corp. in 2007, after having received prior approval from the Office of the Comptroller of the Currency and
prior to the conversion from a national bank to a Delaware state chartered bank effective May 3, 2007.

Our insurance subsidiaries are also subject 1o certain capital and dividend rules and regulations as prescribed
by state jurisdictions in which they are authorized to operate. At December 31, 2007, the insurance subsidiaries
were in compliance with these rules and regulations. The insurance subsidiaries paid no dividends to Advanta Corp.
in the three years ended December 31, 2007,

Total stockholders’ equity of our banking and insurance subsidiaries was $438 million at December 31, 2007
and $491 million at December 31, 2006. Of our total equity in these subsidiaries, $263 million was restricted at
December 31, 2007 and $338 million was restricted at December 31, 2006. At January 1, 2008, $175 million of
stockholders’ equity of our bank and insurance subsidiaries was available for payment of cash dividends in 2008
under applicable regulatory guidelines without prior regulatory approval.

In addition to dividend restrictions at banking and insurance subsidiaries, one of our other subsidiaries is
subject to a minimum equity requirement as part of a transaction agreement. The total minimum equity requirement
of this subsidiary was $10 million at December 31, 2007 and the subsidiary was in compliance with its minimum
equity requirement. We also have an investment in a limited partnership, Fleet Credit Card Services, L.P., and
estimated undistributed partnership earnings included in our retained earnings were $12.1 million at December 31,
2007.

Note 16. Segment Information

Our only reportable business segment is Advanta Business Cards, which issues business purpose credit cards to
small businesses and business professionals through our subsidiary, Advanta Bank Corp. Our business credit card
accounts provide approved customers with unsecured revolving business credit lines. Advanta Business Cards
revenue is generated through interest earned on outstanding balances, interchange income, balance transfer fees,
cash usage fees and other fees.
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The following table reconciles information about the Advanta Business Cards segment to the consolidated
financial statements:

Advanta
Business
Cards Other" Total

Year Ended December 31, 2007

Interest income $ 157255 $ 38392 § 195647
Interest expense 54,922 44,409 99,331
Noninterest revenues 358,791 7,706 366,497
Pretax income (loss) from continuing operations 126,485 (10,805) 115,680
Total assets at end of period 1,518,810 1,245,562 2,764,372
Capital expenditures 108 6,239 6,347
Stock-based compensation expense 10,143 0 10,143
Depreciation and amortization 159 5,946 6,105
Year Ended December 31, 2006 .
Interest income - $ 143,738 $ 26,017 $ 169,755
Interest expense 46,233 29,077 75,310
Noninterest revenues 332,924 5,031 337,955
Pretax income from continuing operations 135,587 1,401 136,988
Total assets at end of period 1,495,544 917,594 2,413,138
Capital expenditures 225 5,643 5,808
Stock-based compensation expense 9,673 0 9,673
Depreciation and amortization 143 5,640 5,785
Year Ended December 31, 2005

Interest income $ 121,697 § 17904 $ 139,601
Interest expense 36,027 21,559 57,586
Noninterest revenues 284,556 6,284 290,840
Gain on transfer of consumer credit card business 0 67,679 67,679
Pretax income from continuing operations 88,905 68,274 157,179
Total assets at end of period 1,362,133 765,270 2,127,403
Capital expenditures 0 6,193 6,193
Stock-based compensation expense 6,845 0 6,845
Depreciation and amortization 392 6,792 7,184

{1} Other includes venture capital operations as well as investment and other activities not attributable to the
Advanta Business Cards segment. In addition, pretax loss in the year ended December 31, 2007 includes
$12.0 million of expenses associated with a contingent obligation to indemnify Visa Inc. for certain litigation
matters. Total assets in Other include assets of discontinued operations, if applicable.

Note 17. Gain on Transfer of Consumer Credit Card Business

On May 28, 2004, Advanta Corp. and certain of its subsidiaries and Bank of America signed an agreement to resolve
all outstanding litigation, including partnership tax disputes, between Advanta and Fleet, which was acquired by
Bank of America, relating to the transfer of our consumer credit card business to Fleet Credit Card Services, L.P. in
1998. The agreement was subject to the Internal Revenue Service’s final approval of the settlement of the tax
disputes. We received the final approval of the Internal Revenue Service in January 2005 and, as a result, we
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received $63.8 million in cash from Bank of America in February 2003, representing a return of the payments that
we made to Fleet in Delaware state court litigation in February 2004, Consistent with the terms of our agreement
with Bank of America, all outstanding litigation between Advanta and Fleet was dismissed in February 2005. The
overalt impact of the agreement with Bank of America, including the cash received, settlement of the tax disputes
and reevaluation of the valuation allowance on deferred tax assets, was a pretax gain of $67.7 million, tax expense of
$5.6 million and an increase in additional paid-in capital of $6.0 million in the year ended December 31, 2005. See
Note 19 for further description of the income tax impact of our May 28, 2004 agreement with Bank of America.

Note 18. Other Revenues and Operating Expenses

Other revenues consisted of the following for the years ended December 31:

2007 2006 2005
Interchange income . $249.481  $203,369  $164,853
Cash back rewards (61,040) (45,845) (33,581)
Business rewards . (25,665) (22,216) (20,140)
Investment securities gains, net'? 9,395 5,508 780
Balance transfer fees 8,308 7,848 5,561
Cash usage fees 4,089 3,487 3,199
Other business credit card fees 4,705 3,545 3,283
Earnings on investment in Fleet Credit Card Services, L.P. 2,580 1,246 1,948
Other, .net 3,211 2,349 4,807
Total other revenues, net $195,064  $159.291  $130,710

(1) Investment securities gains, net, include changes in the fair value and realized gains and iosses on venture
capital investments.

In each reporting period, we evaluate our estimates of the percentage of earned rewards that customers will
ultimately redeem and the costs of business rewards and adjust our estimates, if needed, based on historical
experience, consideration of changes in portfolio composition and changes in the rewards programs, including
redemption terms. Changes in estimates increased other revenues $2.2 million in the year ended December 31, 2007
as compared to an increase of $500 thousand in 2006 and a decrease of $1.2 million in 2005.

Operating expenses consisted of the following for the years ended December 31:

2007 2006 2005
Salaries and employee benefits $106,303  $ 96371  § 96,012
Amortization of deferred origination costs, net 50,054 48,285 41,729
External processing 28,457 25,072 21,216
Marketing 15,609 23,193 20,560
Professional fees 15,603 11,907 12,236
Visa indemnification 11,984 0 0
Equipment 11,497 9,942 10,954
Occupancy 9,465 9,102 8,180
Fraud 7,742 3,093 2,804
Postage 5,946 4,830 3,927
Other 26,308 25,017 25,440
Total operating expenses $288,968  $256,812  $243,058
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Note 19. Income Taxes

Income tax expense was as follows for the years ended December 31:

2007 2006 2005
Income tax expense attributable to:
Continuing operations $44,652  $52,740  $40,490
Gain (loss), net, on discontinuance of mortgage and leasing businesses 643 462 (4,002)
Total income tax expense $45,295 $53,202  $36,488

Income tax expense attributable to continuing operations consisted of the following components for the years
ended December 31:

2007 2006 2005

Current;

Federal $32,201  $21,794 $15,090

State 5,331 5,861 3,539
Total current 37,622 27,655 18,629
Deferred:

Federal 7.435 25,281 21,432

State (405) (196) 429
Total deferred 7,030 25,085 21,861
Total income tax expense attributable to continuing operations $44.652  $52,740 $40,490

The reconciliation of the statutory federal income tax to income tax expense attributable to continuing
operations is as follows for the years ended December 31:

2007 2006 2005
Statutory federal income tax $40,488 $47,946 § 55013
State income taxes, net of Federal income tax benefit 3,302 3,641 2,579
Nondeductible expenses 684 945 1,174
Compensation limitation 397 201 440
Gain on transfer of consumer credit card business 0 0 (12,347}
Change in valuation allowance 0 0 (6,393)
Other ‘ : (219) 7 24
Income tax expense attributable to continuing operations $44,652  $52,740  § 40,490

Our effective tax rate was 38.6% for the year ended December 31, 2007, 38.5% for 2006 and 25.8% for 2005.
The effective tax rate for the year ended December 31, 2005 was impacted by the Bank of America agreement and
reevaluation of the valuation allowance discussed below.
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We provide deferred taxes to reflect the estimated future tax effects of the differences between the financial
statement and tax bases of assets and liabilities and currently enacted tax laws. The net deferred tax asset was

comprised of the following at December 31:

2007 2006
Deferred tax assets $ 62,351 366,059
Deferred tax liabilities (24,204)  (26,893)
Net deferred tax asset $ 38,147 § 39,166

The components of the net deferred tax asset were as follows at December 31:

2007 2006
Deferred revenue $(15,138) $(10,435)
Rewards programs 13,775 11,492
Federal tax benefit of state tax positions 11,028 4,004 -
Receivable losses 8,506 8,864 -
Deferred origination costs, net of deferred fees : . (1,167) {8,910)
Incentive and deferred compensation 6,169 6,065
Capital loss carryforwards 4,248 6,653
Visa indemnification 4,194 0
Securitization income 3,363 (2,624)
Unrealized venture capital investment losses 148 1,352
Alternative minimum tax credit carryforwards 0 17,249
Other ' 8,991 5,456
Net deferred tax asset $ 38,147 $ 39,166

At Decemnber 31, 2007, we have $3.3 million of capital loss carryforwards that are scheduled to expire in the
year ending December 31, 2010, and $8.8 million that are scheduled to expire in the year ending December 31,
2011. ‘

We adopted the provisions of FIN No. 48 effective January 1, 2007, and as a result, recorded a $6.! million
reduction to the January 1, 2007 balance of retained earnings. The following summarizes activity in the liability for
unrecognized tax benefits for the year ended December 31, 2007:

2007
Balance at January 1, 2007 $35,507
Additions based on tax positions related to the current year 2,773
Additions for tax positions of prior years 2,015
Reductions for tax positions of prior years (604)
Settlements (196)
Balance at December 31, 2007 $39,495

The total amount of unrecognized tax benefits as of December 31, 2007 was $39.5 million, of which
$28.5 million, if recognized, would favorably affect our effective tax rate. The remaining $11.0 million represents
the federal tax benefit of state tax items that was recognized as a deferred tax asset. For the year ended December 31,
2007, income tax expense included interest of $2.0 million and penalties of $722 thousand. At December 31, 2007,
the liability for unrecognized tax benefits included $13.8 million accrued for the potential payment of interest and
$7.8 million accrued for the potential payment of penalties.
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We file income tax returns in the U.S. federal jurisdiction and various state jurisdictions. As of December 31,
2007, we are subject to U.S. federal income tax examinations for the tax years 2004 through 2006, and, with few
exceptions, subject to state income tax examinations for the tax years 1992 through 2006. The liability for
unrecognized tax benefits at December 31, 2007 included approximately $1.8 million related to tax positions for
which it is reasonably possible that the total amounts could significantly change in the twelve months ending
December 31, 2008. This amount represents a potential decrease in unrecognized tax benefits related to the
conclusion of state income tax audits or other state tax settlements that may oceur in that period.

In January 2003, we received the Internal Revenue Service’s final approval of the settlement of tax disputes in
our May 28, 2004 agreement with Bank of America and in February 2005, we received $63.8 million in cash from
Bank of America. See Note 17 for further discussion. The settlement of the tax disputes resulted in an allocation of
$381 million of the disputed partnership tax deductions to Fleet, which was acquired by Bank of America, and $617
thousand of the disputed $47 million partnership taxable gain te Advanta. The impact to us of the tax deduction and
gain allocation was a reduction in our deferred 1ax asset related to net operating loss carryforwards of $133.4 mitlion
and a corresponding reduction in our valuation allowance on deferred tax assets of $133.4 million, both in the year
ended December 31, 2005. Upon receipt of the Internal Revenue Service's approval of the settlement of the tax
disputes, the remaining valuation allowance of $12.4 million was evaluated, and management determined that it
was more likely than not that the remaining deferred tax asset was realizable and therefore, no valuation allowance
was needed, resulting in a $6.4 million reduction in tax expense and a $6.0 million increase in additional paid-in
capital in the year ended December 31, 2005. The increase in additional paid-in capital represented the portion of
the valuation allowance that had been related to tax benefits from stock-based compensation. The gain associated
with the original transfer of assets to Fleet Credit Card Services, L.P. in 1998 was not subject to income tax, and
therefore, a substantial portion of the February 2004 payment to Fleet was not tax- deductible. A substantial portion
of the $63.8 million payment received in February 2005 was not taxable since it is a return of our payment to Fleet in
February 2004. As of December 31, 2007, the cumulative gain on transfer of consumer credit card business and our
deficit capital account in Fleet Credit Card Services L.P. on a tax basis for which no deferred taxes have been
provided is approximately $650 million, as the transaction structure remains nontaxable under current tax law.

Note 20. Discontinued Operations

Effective February 28, 2001, we completed the Mortgage Transaction. Prior to the Mortgage Transaction, Advanta
Mortgage made nonconforming home equity loans directly to consumers and through brokers. This business unit
originated and serviced first and second lien mortgage loans, including home equity lines of credit, through
subsidiaries of Advanta. In addition to servicing and managing the loans it originated, Advanta Mortgage contracted
with third parties to service their nonconforming home equity loans on a subservicing basis. Following the
Mortgage Transaction, we no ionger operate a mortgage business. The purchase and sale agreement provided for the
sale, transfer and assignment of substantially all of the assets and operating liabilities associated with our mortgage
business, as well as specified contingent liabilities arising from our operation of the mortgage business prior to
closing that were identified in the purchase and sale agreement. We retained contingent liabilities, primarily relating
to litigation, arising from our operation of the mortgage business before closing that were not specificaily assumed
by the buyer.

On January 23, 2001, we decided to cease originating leases. Qur leasing business, Advanta Leasing Services,
offered flexible iease financing programs on small-ticket equipment to small businesses. The primary products
financed included office machinery, security systems and computers. We continued to service the existing lease
portfolio during its wind down period. We had no lease receivables outstanding in 2007.
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The components of the gain (loss) on discontinuance of our mortgage and leasing businesses for the years
ended December 31 were as follows:

Advanta Mortgage Advanta Leasing Services
2007 2006 2005 2007 2006 2005
Pretax gain (loss) on discontinuance of mortgage
and leasing businesses $800 $500 $(13,762) $865 $700 $ 3500
Income tax (expense) benefit ' (309) (193) 5,367 (334) (269) (1,365)
Gain (loss) on discontinuance of mortgage and
leasing businesses, net of tax $491 $307 & (8395 $531 $431 $2,135

The gain (loss) on discontinuance of the mortgage business in each of the reported periods represents a change
in our estimates of the future costs of mortgage business-related contingent liabilities based on developments in
litigation or disputes related to our former mortgage programs, insurance reimbursements related to past or future
costs, or cash flows related to a former morigage insurance product. The loss on discontinuance of the mortgage
business in 2005 includes the impact of the resolution of the litigation matters with Chase Manhattan Mortgage
Corporation related to the Mortgage Transaction. The gain on discontinuance of the leasing business in each of the
reported periods represents changes in estimated operating results of the leasing segment over the wind down
period, including credit and residual realization performance, sales tax assessments or refunds, insurance reim-
bursements and operating expenses.

Per share amounts were as follows for the years ended December 31:

Advanta Mortgage Advanta Leasing Services
2007 2006 2005 2007 2006 2005

Basic gain (loss) on discontinuance of mortgage and

leasing businesses, net of tax, per common share

Class A $0.01 %001 $(021) $0.01 35001 $0.05

Class B . 0.01 0.01 (0.21) 0.01 0.01 0.05

Combined 0.01 0.01 {0.21) 0.01 0.01 0.05
Diluted gain (loss) on discontinuance of mortgage and

leasing businesses, net of tax, per common share

Class A $0.01 3$0.01 $(0.19) $0.0t $0.01 $0.05

Class B 0.01 0.01 (0.19y 0.0t 0.01 0.05

Combined 0.01 0.01 (0.19) 001 0.01 0.05
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Note 21. Calculation of Earnings Per Share

The following table shows the calculation of basic earnings per common share ‘and diluted earnings per
common share for the years ended December 31:

2007 2006 2005

Income from continuing operations $71,028 §$84,248 $116,689

Less: Preferred A dividends (141) (141) (141)
Income from continuing operations available to common stockholders 70,887 84,107 116,548
Gain (loss), net, on discontinuance of mortgage and leasing businesses, _

net of tax 1,022 738 (6,260)
Net income available to common stockholders ’ 71,909 84,845 110,288

Less: Class A dividends declared (8,799) (6,712) (3,842)

Less: Class B dividends declared (23,025) (16,792) (9,746)
Undistributed net income $40,085 §$61,341 % 96,700
Basic income from continuing operations per commeon share

Class A $ 161 § 201 % 290

Class B 1.78 2.12 2.98

Combined" 173 2.08 2.95
Diluted income from continuing operations per common share

Class A $ 155 % 18 § 266

Class B ' 1.64 1.92 2.69

Combined" . 1.61 191 . 268
Basic net income per common share

Class A $ 164 § 202 § 274

Class B 1.81 2.14 2.82

Combined"" 1.75 2.10 2.79
Diluted net income per common share

Class A _ $ 157 % 1% § 25i

Class B 1.66 1.94 2.55

Combined"" 1.63 1.92 2.54
Basic weighted average common shares outstanding

Class A 13,337 13,287 13,237

Class B 27,679 27,096 26,268

Combined 41,016 40,383 39,505
Dilutive effect of

Options Class B 2,659 3,230 2,913

Nonvested shares Class B 326 469 1,059
Diluted weighted average common shares outstanding

Class A 13,337 13,287 13,237

Class B 30,664 30,795 30,240

Combined . 44,001 44,082 43,477 -
Antidilutive shares

Options Class B 1,876 1,053 20

Nonvested shares Class B 185 3 0

(1) Combined represents income available to common stockholders divided by the combined total of Class A and
Class B weighted average common shares outstanding.
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Note 22. Parent Company Financial Statements

ADVANTA CORP. (Parent Company Only)
Condensed Balance Sheets

December 31,
($ in thousands) 2007 2006
Assets
CashtV $ 7902 $ 5836
Commercial paper equivalent® 0 40,000
Restricted interest-bearing deposits held at bank subsidiaries 1,260 1,258
Investments available for sale 140,950 66,623
Receivables, net 1,161 39,386
Investments in and advances to bank and insurance subsidiaries 455,878 517,722
Investments in and advances to other subsidiaries 271,706 172,080
Other assets 87,548 89,086
Total assets $966,405  $931,991
Liabilities
Debt $220,848  $227,126
Subordinated debt payable to preferred securities trust 103,093 103,093
Other liabilities 56,683 34,611
Total liabilities 380,624 364,330
Stockholders’ Equity
Preferred stock 1,010 1,010
Common stock 440 334
Other stockholders’ equity 584,331 565,817
Total stockholders’ equity 585,781 567,161
Total liabilities and stockholders’ equity $966,405  $931,991

(1) Substantially all cash is held at bank subsidiaries.

(2) Commercial paper equivalent refers to unsecured loans made to Advanta Business Services Holding Corp. for
terms of less than 30 days in maturity which are not automatically renewable, consistent with commercial paper

1ssuance.

The parent company guarantees certain lease payments of its subsidiaries in connection with lease agreements
extending through November 30, 2010. At December 31, 2007, the maximum amount of undiscounted future
payments that the parent could be required to make under these lease agreement guarantees was $8.4 million. The
parent company guarantees payments of distributions and other amounts due on trust preferred secunities issued by
its wholly-owned statutory business trust. See Note 11 for a discussion of Advanta Corp.’s guarantee of payments of
distributions and other amounts due on the trust preferred securities. The parent company also guarantees that an
insurance subsidiary will remain in compliance with its minimum statutory capital requirement of $2.5 million.
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ADVANTA CORP. (Parent Company Only)

Condensed Statements of Operations

Year Ended December 31,

($ in thousands) 2007 2006 2005
Income:
Dividends from bank and insurance subsidiaries $134,100  $75,000 § 35,000
Dividends from other subsidiaries 278 282 329
Interest income on advances to subsidiaries 9,246 3,268 3,983
Other interest income 3,769 5,757 4,682
Administrative and support fees from subsidiaries 2,808 2,575 2,779
Other revenues, net 3,447 3,305 1,396
Loss on sale of receivables to bank subsidiary 0 (2,688) 0
Gain on transfer of consumer credit card business 0. 0 49,899
Total income 155,648 87,499 98,068
Expenses: .
Interest expense 24,429 22,980 24,025
Provision for credit losses (141) 490 30
Administrative and support fees to subsidiaries 17,018 14,318 12,737
Other operating expenses'" 34,724 20,282 24,572
Total expenses 76,030 53,070 61,364
Income from continuing operations before income taxes and equity in
undistributed net income in subsidiaries 79,618 29,429 36,704
Income tax benefit (18,158) (2,941) (15,104)
Income from continuing operations before equity in undistributed net
income of subsidiaries 97,776 32,370 51,808
{Loss) gain on discontinuance of mortgage business, net of tax {1,689) 279 (8,469)
Income before equity in undistributed net income of subsidiaries 96,087 32,649 43,339
Equity in undistributed net income of subsidiaries 24,037y 52,337 67,090
Net income 3 72 050 $84986 $110,429

(1) Other operating expenses for 2007 include $12 0 million of charges associated with a contingent obligation to

indemnify Visa Inc. for certain litigation matters. See Note 11,

The Parent Company Only Statements of Changes in Stockholders™ Equity are the same as the Consolidated

Statements of Changes in Stockholders™ Equity.
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ADVANTA CORP. (Parent Company Only) ,

Condensed Statements of Cash Flows
Year Ended December 31,

($ in thousands) 2007 2006 2005
OPERATING ACTIVITIES
Net income ' $ 72050 $ 84986 $110429
Adjustments to reconcile net income to net cash provided by operating
activities:
Loss (gain) on discontinuance of mortgage business, net of tax 1,689 (279) 8,469
Equity in net income of subsidiaries (110,341)  (127,619)  (102,419)
Loss on sale of receivables to bank subsidiary 0 2,688 0
Investment securities gains, net (2,024) (1,658) (185)
Dividends received from subsidiaries 134,378 75,282 35,329
Provision for credit losses (141} 490 30
Depreciation 98 146 121
Excess tax benefits from stock-based compensation (5,743 (12,149) 0
Change in other asscts and other liabilities 41,048 69,278 24,169
Net cash provided by operating activities 131,014 91,165 75,943
INVESTING ACTIVITIES '
Investments in subsidiaries (2,515) 0 0
Return of investment from subsidiaries 28,000 224 14
Purchase of investments available for sale (952,578)  (611,358)  (404,227)
Proceeds from sales of investments available for sale 831,486 625,633 358,492
Proceeds from maturing investments available for sale 48,863 14,500 30,055
Change in commercial paper equivalents 40,000 0 4,000
Change in restricted interest-bearing deposits 881 (46) 429
Change in receivables ) {33,969) (32,515) (16,507)
Purchases of premises and equipment, net 0 0 (291)
Net cash used in investing activities (39,832) (3,562) (28,035)
FINANCING ACTIVITIES
Proceeds from issuance of debt 28,516 31,886 23,311
Payments on redemption of debt (44,058) (39,973) (70,805
Change in affiliate borrowings (15,419) (37,966) 16,725
Proceeds from exercise of stock options 6,637 10,508 6,105
Cash dividends paid (31,965) (23,645) (13,729)
Excess tax benefits from stock-based compensation 5,743 12,149 0
Treasury stock acquired (38,257) (43,576) 0
Net cash used in financing activities (88,803) (90,617) (38,393)
DISCONTINUED OPERATIONS
Net cash (used in) provided by operating activities (313) 1,291 (7,748)
Net increase (decrease) in cash 2,066 (1,723) 1,767
Cash at beginning of year 5,836 7,559 5,792
Cash at end of year $ 7902 % 5836 § 7559

In 2007, the parent company transferred $72.3 million of receivables to Advanta Credit Card Receivables Corp., of
which $8.0 million was a noncash investment in subsidiary and $64.3 million was a noncash affiliate borrowing.

In 2006, the parent company contributed $7.5 million of receivables to Advanta Bank Corp. as a noncash investment
in subsidiary. In 2005, noncash transactions of the parent company included noncash investment in subsidiaries of
$21.5 million.
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Note 23. Fair Value of Financial Instruments

The estimated fair values and related carrying amounts of our financial instruments were as follows at December 31:

2007 2006
Carrying Fair Carrying Fair
Amount Value Amount Value

Financial assets:

Cash $ 90228 $ 90,228 § 35055 $ 35055

Federal funds sold 872,587 872,587 547,631 547,631

Investments available for sale 223,500 223,500 197,477 197.477

Receivables, net 990,668 1,050,738 1,115,009 1,155,280

Accounts receivable from securitizations 349,581 349,581 334,486 334,486

Accrued interest receivable 6,099 6,099 6,076 6.076
Financial liabilities:

Demand and savings deposits $ 93678 § 93678 5 77414 3 77414

Time deposits 1,558,059 1,562,776 1,287,724 1,283,141

Debt 220,848 223,893 227,126 229,164

Other borrowings 25,000 25,000 0 0

Subordinated debt payable to preferred securities

trust 103,093 72,144 103,093 105,155

Accrued interest payable 11,687 11,687 10,415 10,415

Off-balance sheet financial instruments:
Commitments to extend credit $ 0 % 0 % 0 $ 0

The fair value of a financial instrument is the current amount that would be exchanged between willing parties,
other than in a forced liquidation. Fair value is best determined based upon quoted market prices. However, in many
instances, quoted market prices are not available for our various financial instruments. In cases where quoted
market prices are not available, fair values are based on estimates using present value or other valuation techniques.
Those techniques are significantly affected by the assumptions used, including the discount rate and estimates of
future cash flows. Accordingly, the fair value estimates may not be realized in an immediate settlement of the
instrument. SFAS No. 107, Disclosures abour Fair Value of Financial Instruments, excludes certain financial
instruments and all nonfinancial instruments from its disclosure requirements. Accordingly, the aggregate fair value
amounts presented may not necessarily represent the underlying fair value of Advanta.

We own MasterCard Incorporated Class B common shares and Visa Inc. Class USA common shares, which
have zero cost basis and no carrying value, and a cost method investment in Fleet Credit Card Services, L.P with a
$32.1 million carrying value at December 31, 2007 and 2006. We estimate the fair value of the MasterCard
Incorporated Class B common shares as $19.1 million at December 31, 2007 and $12.1 million at December 31,
2006, based on quotes available on a secondary market of discounts to the Class A common share quoted market
price. It is not practicable to estimate the fair value of the Visa Inc. Class USA common shares or the investment in
Fleet Credit Card Services, L.P.

We used the following methods and assumptions in estimating fair value disclosures for financial instruments:
Cash, Federal Funds Sold, Accrued Interest Receivable, Other Borrowings and Accrued Interest Payable

For cash and these short-term financial instruments, the carrying amount approximates the fair value.

Investments Available for Sale

Investments available for sale are carried at fair value. The fair values of investments available for sale are based on
quoted market prices, dealer quotes or estimates using quoted market prices for similar securities. For venture
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' capital investments that are not publicly traded, management has made estimates of fair value that consider several

factors including the investees’ financial results, conditions and prospects.

Receivables, Net

The fair values of receivables are estimated using a discounted cash flow analysis that incorporates estimates of the
excess of the interest and fee yield over the aggregate cost of funds, servicing costs, future credit losses over the life
of the receivables, and interest rates currently being offered for receivables with similar terms to borrowers of

similar credit quality.

Accounts Receivable from Securitizations

Retained interests in securitizations are carried at fair value. We estimate the fair values of retained interests in
securitizations based on discounted cash flow analyses as described in Note 2. See Note 6 for the assumptions used

in the estimation of fair values of the retained interests in securitizations.

The carrying amount approximates the fair value of other components of accounts receivable from

securitizations based on the short-term nature of the assets.

Demand and Savings Deposits

The fair value of demand and money market savings deposits is the amount payable on demand at the reporting date.
This fair value does not include any benefit that may result from the low cost of funding provided by these deposits

compared to the cost of borrowing funds in the market.

Time Deposits

The fair value of fixed-maturity certificates of deposit is estimated using discounted cash flow analyses based on the

currently offered rates for certificates of deposit with similar remaining maturities.

Debt

The fair value of our debt is estimated using discounted cash flow analyses based on our current incremental

botrowing rates for similar types of borrowing arrangements.

Subordinated Debt Payable to Preferred Securities Trust

We estimate the fair value of our subordinated debt payable to preferred securities trust based on quoted market

prices for our trust preferred securities.

Commitments to Extend Credit

There is no fair value associated with commitments to extend credit to our business credit card customers, since any
fees charged are consistent with the fees charged by other companies at the reporting date to enter into similar
agreements. We had commitments to extend credit of $13.7 billion at December 31, 2007 and $11.5 billion at

December 31, 2006.
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SUPPLEMENTAL SCHEDULES (UNAUDITED)

QUARTERLY DATA

(In thousands, except per share amounts) 2007
December 31,  September 30, June 30, March 31,

Interest income $49,774 $49,960 $47.558 348,355
Interest expense 27,530 25,606 23,633 22,562
Net interest income 22,244 24,354 23,925 25,793
Provision for credit losses 21,552 14,724 11,806 10,083
Net interest income after provision for credit losses 692 9,630 12,119 15,710
Noninterest revenues 92,401 94,425 93,303 86,368
Operating expenses' "’ 81,064 72,325 68,777 66,802
Income from continuing operations before income taxes 12,029 31,730 36,645 35,276
Income from continuing operations 7,386 19,482 22,712 21,448
(Gain on discontinuance of mortgage and leasing :

businesses, net of tax‘® 0 0 1,022 0
Net income $ 7,386 $19,482 $23,734 321,448
Basic income from continuing operations per common

share

Class A $§ 015 $ 044 $ 052 % 049

Class B 0.20 0.49 0.56 0.53

Combined™ 0.18 0.47 0.55 0.52
Diluted income from continuing operations per common

share

Class A $ 015 S 043 $ 050 $ 047

Class B 0.18 0.45 0.51 0.48

Combined"” 0.17 0.44 0.51 0.48
Basic net income per common share

Class A ‘ $ 015 $ 044 $ 055 §$ 049

Class B 0.20 0.49 059 0.53

Combined™ 0.18 0.47 0.57 0.52
Diluted net income per comimon share

Class A $ 015 $ 043 $ 052 % 047

Class B 0.18 0.45 0.54 0.48

Combined™ 0.17 0.44 0.53 0.48
Basic weighted average common shares outstanding

Class A 13,356 13,343 13,331 13318

Class B 27,149 27,800 28,039 27,734

Combined 40,505 41,143 41,370 41,052
Diluted weighted average common shares outstanding

Class A 13,356 13,343 13,331 13,318

Class B 29,396 30,762 31,343 31,172

Combined 42,752 44,105 44,674 44,490

All share and per share amounts have been adjusted to reflect the three-for-two stock split effective June 15, 2007.

(1) Operating expenses include charges associated with a contingent obligation to indemnify Visa Inc. for certain
litigation matters of $4.2 million in the three months ended September 30, 2007 and $7.8 million in the three
months ended December 31, 2007. See Note ! to the consolidated financial statements.

(2) See Note 20 to the consolidated financial statements.

(3) Combined represents income available to common stockholders divided by the combined total of Class A and
Class B weighted average common shares outstanding.
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QUARTERLY DATA — Continued

(In thousands, except per share amounts) 2006
December 31, September 30, June 30, March 31,

Interest income ' $45,048 $45928  $40,511  $38,268
Interest expense 22,227 19,649 17,479 15,955
Net interest income 22,821 26,279 - 23,032 22,313
Provision for credit losses 9,969 9,202 10,145 9,284
Net interest income after provision for credit losses 12,852 17,077 12,887 13,029
Noninterest revenues 85,210 83,197 87,312 82,236
Operating expenses 68,505 65,932 62,736 59,639
Income from continuing operations before income taxes 29,557 34,342 37,463 35,626
Income from continuing operations 18,178 21,120 23,040 21,910
Gain on discontinuance of mortgage and leasing

businesses, net of tax‘" 0 0 738 0
Net income $18,178 $21,120 $23,778  $21,810
Basic income from continuing operations per common

share

Class A $ 042 $ 050 $ 056 $ 053

Class B 0.46 0.54 0.58 0.54

Combined™ 0.45 0.53 0.57 0.54
Diluted income from continuing operations per commeon

share

Class A 5 040 $ 047 $ 052 5 048

Class B 0.42 0.49 0.52 0.49

Combined® 0.41 0.49 0.52 0.49
Basic net income per common share

Class A $ 042 3 050 $ 058 $ 053

Class B 0.46 0.54 0.60 0.54

Combined® 0.45 0.53 0.59 0.54
Diluted net income per common share

Class A $ 040 $ 047 $§ 054 3 048

Class B 042 0.49 0.54 0.49

Combined” 0.41 0.49 0.54 0.49
Basic weighted average common shares outstanding

Class A 13,306 13,293 13,281 13,268

Class B 27,472 26,831 26,918 27,161

Combined 40,778 40,124 40,199 40,429
Diluted weighted average common shares outstanding

Class A 13,306 13,293 13,281 13,268

Class B 30,938 30,251 30,639 31,314

Combined 44,244 43,544 43,970 44,582

All share and per share amounts have been adjusted to reflect the three-for-two stock split effective June 15, 2007.
(1} See Note 20 to the consolidated financial statements.

(2) Combined represents income available to common stockholders divided by the combined total of Class A and
Class B weighted average common shares outstanding.




SUPPLEMENTAL SCHEDULES (UNAUDITED) — (Continued)
ALLOCATION OF ALLOWANCE FOR RECEIVABLE LOSSES

($ in thousands) December 31,
2007 2006 2005 2004 2003
Amount % Amount % Amount % Amount % Amount %
Business credit cards $67,368 98% $49,715 98% $44323 97% $49,190 97% $47.041 9%
Other receivables 1,172 2 1,211 2 1,266 3 1,288 3 1,413 3
Total $68,540 100% 350,926 100% $45.589 100% $50,478 100% $48,454 100%

COMPOSITION OF GROSS RECEIVABLES

($ in thousands) December 31,
2007 2006 2005 2004 2003
Amount Yo Amount % Amount %o Amount %o Amount %o
Business credit cards  $1,031,607 99% $1,133,132 99% $879.468 99% $730,483 99% $518,040 ) 97%
Other receivables 7,330 1 7.673 | 8,007 1 10,280 1 16,976 3
Total $1,038,937 100% $1,140,805 100% $887.475 100% $740,763 100% $535,0i6 100%

YIELD AND MATURITY OF INVESTMENTS AT DECEMBER 31, 2007

($ in thousands) Maturing

After One But After Five But
Within One Year Within Five Years Within Ten Years After Ten Years

Fair Value  Yield™  Fair Value  Yield®  Fair Value  Yield®  Fair Value  Yield™

U.S. Treasury and government

agency securities $17.830 4.47%  $639 466% $ ¢ 000% $ 0 0.00%
State and municipal securities'" 312 470 0 0.00 10,701 5.25 7,638 602
Corporate bonds 7,499 4.25 0 000 - 0 0.00 0 0.00
Asset backed securities 0 0.00 0 0.00 0 0.00 37,340 5.14
Other'® 03 0.00 20 3.68 0 000 38 5.50

Total investments available for sale $25,944 4.36% $659 4.63% $10,701 525% $45,016 5.29%

(1} Yield computed on a tax equivalent basis using a statutory rate of 35%.

(2) Equity investments and money market funds are excluded from this table because they do not have a stated
maturity.

(3) Yields are computed by dividing interest by the amortized cost of the respective Invesiment securities.

MATURITY OF TIME DEPOSITS OF $100,000 OR MORE

, December 3,

($ in thousands) : 2007
Maturity:

3 months or less $142,639

Over 3 months through 6 months 153,778

Over 6 months through 12 months 374,818

Over 12 months 300,561
Total $971,796
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in our reports filed pursuant to the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) is
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission’s rules and forms, and that such information is accumulated and communicated t0 management,
including our Chief Executive Officer and Chief Financial Officer as appropriate, to allow timely decisions
regarding required disclosure. In designing and evaluating the disclosure controls and procedures, management
recognized that any disclosure controls and procedures, no matter how well designed and operated, can provide only
reasonable, rather than absolute, assurance of achieving the desired control objectives, and management necessarily
was required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures.

An evaluation was performed by management with the participation of our Chief Executtve Officer and Chief
Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures. Based
on this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that, as of December 31,
2007, our disclosure controls and procedures are effective to ensure that information required to be disclosed in the
reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported, within the
time periods specified in the Securities and Exchange Commission’s rules and'forms. There have been no changes
in our internal control over financial reporting that occurred during the period covered by this report that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Management’s report on internal control over financial reporting and the report of our independent registered
public accounting firm on internal control over financial reporting are incorporated herein from pages 52 and 53.
Item 9B. Other Information

None.

PART IIY

Item 10. Directors, Executive QOfficers and Corporate Governance

The information required to be furnished pursuant to this item will be set forth in the Proxy Statement under the
captions “Election of Directors,” “Corporate Governance” and “Section 16(a) Beneficial Ownership Reporting
Compliance,” and is incorporated herein by reference, as is the information in Part I of this Report under the
captions, “Executive Officers of the Registrant,” and “Available Information.”

Item 11. Executive Compensation

The information required to be furnished pursuant to this item will be set forth in the Proxy Statement under the
captions “Executive and Director Compensation,” “Compensation Discussion and Analysis,” “Compensation
Committee Report” “Compensation Committee Interlocks and Insider Participation” and “Employment Agree-
ments with Executive Officers and Other Transactions and Arrangements™ and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required to be furnished pursuant to this item will be set forth in the Proxy Statement under the
captions “Security Ownership of Certain Beneficial Owners” and “Security Ownership of Management” and is
" incorporated herein by reference.
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The following table gives information about equity awards under our 2000 Omnibus Stock Incentive Plan and
our Employee Stock Purchase Plan as of December 31, 2007. In April 2007, the Board of Directors of Advanta
Corp. approved a three-for-two stock split, in the form of a 50% stock dividend payable June 15, 2007, on both
Class A and Class B Common Stock. We have adjusted all exercise prices, share amounts and per share data below
10 reflect the stock split.

{In thousands, except weighted average exercise price)

(a) {b) (c)
Number of
Securities
Remaining Avallable
Number of for Future Issuance
Securities to be under Equity
Issued upon Weighted Average Compensation
Exercise of Exercise Price of Plans(excluding
Outstanding Qutstanding securities
Options, Warrants Options, Warrants reflected in column
Plan Category and Rights and Rights {a))
Equity compensation plans approved by
stockholders' 7,782 $14.11 6,982
Equity compensation plans not approved by
stockholders™ —_ — —
Total 7,782 $14.11 69824

(1) Does notinclude 1.1 million shares of restricted Class B Common Stock granted pursuant to the Advanta Corp.
2000 Omnibus Stock Incentive Plan. Generally, restrictions on these shares may be removed between 2008 and
2017.

(2) All of the shares remaining available for future issuance are available under the 2000 Omnibus Stock Incentive
Plan which provides for the issuance of stock options, awards of stock and/or awards of stock appreciation
rights.

(3) Advanta Corp.’s Employee Stock Purchase Plan (the “Stock Purchase Plan™) does not specify a maximum
number of shares that may be issued. An aggregate of approximately 31.1 thousand shares of Class B Common
Stock were purchased under the Stock Purchase Plan in 2007.

Summary Description of Equity Compensation Plans
Advanta Corp. 2000 Omnibus Stock Incentive Plan

The 2000 Omnibus Stock Incentive Plan (the “Omnibus Plan™) was adopted by the Board of Directors in April 2000
and approved by the stockholders of the Company on June 7, 2000. The Omnibus Plan provides for the issuance of a
maximum of 30,000,000 shares of Class B Common Stock (including 14,790,286 shares that were available for
issuance under the Company’s prior stock incentive plans that were in effect at the time the Omnibus Plan was
approved by the stockholders and which plans were amended and restated by the Omnibus Plan). The Omnibus Plan
provides for the issuance of options to acquire Class B Common Stock, awards of Class B Common Stock and/or
awards of stock appreciation rights (referred to collectively as “Awards™). Shares of Class B Common Stock
awarded pursuant to the Omnibus Plap must be authorized and unissved shares or shares acquired for the treasury of
the Company. Generally, if an Award granted under the Omnibus Plan expires, terminates or lapses for any reason
without the issuance of shares of Class B Common Stock thereunder, such shares shall be available for reissuance
under the Omnibus Plan. Employees and directors of the Company, and consultants and advisors to the Company,
who render bona fide services to the Company unrelated to the offer of securities, are eligible to receive Awards
under the Omnibus Plan. The terms of any Award made pursuant 10 the Omnibus Plan are described and esiablished
in a grant document provided to the Award recipient. No Awards may be granted under the Omnibus Plan after
April 5, 2010. Awards granted and outstanding as of the date the Omnibus Plan terminates will not be affected by the
termination of the plan. In the event of a change of control of the Company (as defined by the Omnibus Plan}, stock
options and stock appreciation rights granted pursuant to the Omnibus Plan will become immediately exercisable in
full. Other Awards granted pursuant to the Omnibus Plan may also vest in connection with a change of control of the
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Company, depending upon the applicable circumstances. Shares subject to Awards granted pursuant to the Omnibus
Plan are subject to adjustment for changes in capitalization for stock splits, stock dividends and similar events.

Advanta Corp. Employee Stock Purchase Plan

In September 1989, the Board of Directors adopted its Employee Stock Purchase Plan (the “Stock Purchase Plan™).
The Stock Purchase Plan is a broad-based plan that has not been approved by stockholders and is not intended to
qualify as an employee stock purchase plan pursuant to Section 423 of the Internal Revenue Code, as amended. All
full-time and part-time employees and non-employee directors of the Company or its subsidiaries with at least six
months of service with the Company are eligible to participate in the plan. Eligible employees may acquire shares of
Class B Common Stock (and undeér certain limited circumstances Class A Common Stock) under the plan through
payroll deductions. Non-employee directors may contribute a portion of their directors” fees to the plan to purchase
shares of Class B Common Stock. No individual participant may purchase more than $25,000 of stock under the
plan in any one year. Shares are purchased monthly under the plan. Participants in the Stock Purchase Plan in effect
purchase shares at a 15% discount from the market price because the Company contributes to the plan an amount
equal to 15% of the market price of the shares actually purchased for the month, and also pays all fees and
commissions relating to the administration of the Stock Purchase Plan and the purchases of shares under the plan.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required to be furnished pursuant to this item will be set forth in the Proxy Statement under the
captions “Independence of Non-employee Directors” and “Employment Agreements with Executive Officers and
Other Transactions and Arrangements™ and is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

The information required to be furnished pursuant to this item will be set forth in the Proxy Statement under the
captions “Audit Fees” and “Pre-Approval Policy for Services by Independent Auditors” is incorporated herein by
reference.

PART 1V

Item 15. Exhibits and Financial Statement Schedules

The following Financial Statements, Schedules, and Other Information of the Registrant and its subsidiaries
are included in this Form [10-K:

(ayn Financial Statements.

1. Consolidated Balance Sheets at December 31, 2007 and 2006. |

2. Consolidated Income Statements for each of the years in the three year period ended December 31,
2007.

3 Consolidated Statements of Changes in Stockholders’ Equity for each of the years in the three year
period ended December 31, 2007.

4. Consolidated Statements of Cash Flows for each of the years in the three year period ended
December 31, 2007.

5. Notes to Consolidated Financial Statements.

(a)(2) Schedules.

Other statements and schedules are not being presented either because they are not required or the
information required by such statements and schedules is presented elsewhere in the financial
statements.
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(a}(3)

2-b

3-a

4-d

Exhibits*
Purchase and Sale Agreement, dated January 8, 2001, by and between Advanta Corp. and Chase

Manhattan Mortgage Corporation (Incorporated by reference to Annex 1 to the Registrant’s
Definitive Proxy Statement filed January 25, 2001).

Mortgage Loan Purchase and Sale Agreement, dated February 23, 2001, by and among Advanta
Corp., Chase Manhattan Mortgage Corporation, and Chase Manhattan Bank USA, National
Association (Incorporated by reference to Exhibit 2.2 1o the Registrant’s Current Report on
Form 8-K dated March 14, 2001).

Mortgage Loan Purchase and Sale Agreement, dated February 28, 2001, by and among Advanta
Carp., Chase Manhattan Mortgage Corporation, and Chase Manhattan Bank USA, National
Association (Incorporated by reference to Exhibit 2.3 to Current Report on Form 8-K dated
March 14, 2001).

Restated Certificate of Incorporation of Registrant (Incorporated by reference to Exhibit 4.1 to Pre-
Effective Amendment No. 1 to the Registrant’s Registration Statement on Form §-3 (File
No. 33-53475), filed June 10, 1994}, as amended by the Certificate of Designations,
Preferences, Rights and Limitations of the Registrant’s 6 3 / 4% Convertible Class B Preferred
Stock, Series 1995 (Stock Appreciation Income Linked Securities (SAILS)) (Incorporated by
reference to Exhibit 4.3 to the Registrant’s Current Report on Form 8-K dated August 15, 1995), as
further amended by the Certificate of Designations, Preferences, Rights and Limitations of the
Registrant's Series A Junior Participating Preferred Stock (Incorporated by reference to Exhibit 1
to the Registrant’'s Registration Statement on Form 8-A, dated March 17, 1997),

Amended and Restated By-laws of the Registrant (Incorporated by reference to Exhibit 3.2 to the
Registrant’s Current Report on Form 8-K filed April 5, 2007).

Rights Agreement, dated as of April 11, 2007, by and between the Registrant and Mellon Investor
Services LLC as the Rights Agent, including Exhibit A, the Form of Rights Certificate and
Exhibit B, the Summary of Rights to Purchase Series A Junior Participation Preferred Stock
(Incorporated by reference to Exhibit 1 to the Registrant’s Registration Statement on Form 8-A
dated April 11, 2007},

Specimen of Class A Common Stock Certificate and specimen of Class B Common Stock
Certificate (Incorporated by reference to Registrant’s Amendment No. 1 to Form 8 and
Exhibit 1 to Registrant’s Form 8-A, respectively, both dated April 22, 1992).

Senior Trust Indenture, dated as of October 23, 1995, between the Registrant and The Bank of New
York, as successor Trustee (Incorporated by reference to Exhibit 4.1 to the Registrant’s Registration
Statement on Form 8-3, File No. 33-62601, filed September 13, 1995).

Indenture dated as of December 17, 1996 between Advanta Corp. and The Chase Manhattan Bank,
as trustee relating to the Junior Subordinated Debentures (Incorporated by reference to Exhibit 4-g
to the Registrant’s Annual Report on Form 10-K for the year ended December 31, 1996).

Declaration of Trust dated as of December 5, 1996 of Advanta Capital Trust I (lncorporated by
reference to Exhibit 4-h to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 1996),

Amended and Restated Declaration of Trust dated as of December 17, 1996 for Advanta Capital
Trust I (Incorporated by reference to Exhibit 4-i to the Registrant’s Annual Report on Form 10-K
for the year ended December 31, 1996).

Series A Capital Securities Guarantee Agreement dated as of December 17, 1996 (Incorporated by
reference to Exhibit 4-k to the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 1996).

Advanta Corp. 2000 Omnibus Stock Iricentive Plan (Incorporated by reference to Exhibit 4-f to
Post-Effective Amendment No. | to the Repistrant’s Registration Statement on Form S-8, File
No. 333-04469, filed on November 1, 2000).
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Form of Non-Qualified Stock Option Agreement (filed herewith).

Form of Non-Qualified Stock Option Agreement for Non-Employee Directors (filed herewith).
Amended and Restated Advanta Management Incentive Program VI (filed herewith).

Form of AMIP VI Restricted Stock Award Grant Document {filed herewith).

Form of AMIP VI Extended Restricted Stock Award Grant Document (filed herewith).

Criteria for certain Bonus Awards to Executive Officers for Performance Year 2007 (Incorporated
by reference to the information set forth under Item 5.02 of the Registrant’s Current Report on
Form 8-K filed on December 12, 2007).

Card Member License Agreement between Colonial National Financial Corp. (now known as
Advanta Bank Corp.) and MasterCard International Incorporated dated April 19, 1994
(Incorporated by reference to Exhibit 10-b to the Registrant’s Annual Report on Form 10-K for
the year ended December 31, 2001).

VISA U.S.A. Inc. Membership Agreement and Principal Member Addendum executed by Advanta
Corp. on February 27, 1997 (Incorporated by reference to Exhibit 10-c of the Registrant’s Annual
Report on Form 10-K for the year ended December 31, 2001).

VISA U.S.A. Inc. Membership Agreement executed by Advanta Bank Corp. on March 3, 2000
(Incorporated by reference to Exhibit 10-d of the Regxstrant s Annual Report on Form 10-K for the
year ended December 31, 2001).

Advanta Corp. Supplemental Executive Retirement Plan (Incorporated by reference to Exhibit 10-¢
of the Registrant’s Annual Report on Form 10-K for the year ended December 31, 2005).

Advanta Corp. Executive Deferral Plan (Incorporated by reference to Exhibit 10-j of the
Registrant’s Annual Report on Form 10-K for year ended December 31, 1995).

Advanta Corp. Non-Employee Directors Deferral Plan (Incorporated by reference to Exhibit 10-k
of the Registrant’s Annual Report on Form 10-K for year ended December 31, 1995).

Summary of Life Insurance Benefits for Directors and Executives (Incorporated by reference to
Exhibit 10-h of the Registrant’s Annual Report on Form 10-K for the year ended December 31,
2004).

Summary of Supplemental Executive Insurance Program (filed herewith).

Preferred Pricing Agreement, effective March 19, 2007, between Dun & Bradstreet, Inc. and
Advanta Bank Corp. (Incorporated by reference to Exhibit 10.1 of the Registrant’s Quarterly
Report on Form 10-Q filed for the quarter ended March 31, 2007).

Tournament Class Membership Purchase Agreement, dated as of February 7, 2006, between
Advantennis Corp. and WTA Tour, Inc. d/b/a Sony Ericsson WTA Tour (Incorporated by reference
to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K filed on February 13, 2006).

Agreement dated as of January 15, 1996 between the Registrant and William A. Rosoff
(Incorporated by reference to Exhibit 10-u of the Registrant’s Annual Report on Form 10-K
for the year ended December 31, 1995).

Agreement dated May 11, 1998 between the Registrant and Philip M. Browne (Incorporated by
reference to Exhibit 10-r of the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 1998).

Contribution Agreement, dated as of October 28, 1997, by and between Advanta Corp. and Fleet
Financial Group (incorporated by reference to Exhibit(c)(2} to the Registrant’s Schedule 13E-4,
dated January 20, 1998), as amended by the First Amendment to the Contribution Agreement,
dated as of February 10, 1998, by and among Advanta Corp., Fleet Financial Group and Fleet
Credit Card, LLC (Incorporated by reference to Exhibit 2.2 to the Registrant’s Current Report on
Form 8-K filed March 6, 1998).
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Commercial Lease, dated September 28, 1995, by and between Draper Park North, L.C. and
Advanta Financial Corp., as amended January 31, 1996 and May 20, 1996, as amended
(Incorporated by reference to Exhibit 10-p of the Registrant’s Annual Report on Form t0-K
for the year ended December 31, 2002).

Amendment to Commercial Lease, dated as of December 6, 2004, between Carramerica Realty,
L.P. and Advanta Bank Corp. {Incorporated by reference to Exhibit 10-n.1 of the Registrant’s
Annual Report on Form 10-K for the year ended December 31, 2004).

Amendment to Commercial Lease, dated as of January 25, 2005, between Carramerica Realty, L.P.
and Advanta Bank Corp. (Incorporated by reference to Exhibit 10-n.2 of the Registrant’s Annual
Report on Form 10-K for the year ended December 31, 2004).

Master Indenture, dated as of August |, 2000, between Wilmingion Trust Company, as Owner
Trustee of the Advanta Business Card Master Trust and Bankers Trust Company, as Indenture
Trustee (Incorporated by reference to Exhibit 4.1 to Current Report on Form 8-K (Commission File
No. 333-32874) filed August 30, 2000 by Advanta Business Receivables Corp.), as amended May 9,
2006 (Incorporated by reference to Exhibit 4.1 to Current Report on Form 8-K (Commission File
No. 333-32874) filed May 19, 2006 by Advanta Business Receivables Corp.).

Transfer and Servicing Agreement, dated as of August 1, 2000, among Advanta Business
Receivables Corp., Advanta Bank Corp., as Servicer, and Wilmington Trust Company, as
Owner Trustee of Advanta Business Card Master Trust (Incorporated by reference to
Exhibit 4.3 to Current Report on Form 8-K (Commission File No. 333-32874) filed August 30,
2000 by Advanta Business Receivables Corp.), as amended May 9, 2006 (Incorporated by
reference to Exhibit 4.3 to Current Report on Form 8-K (Commission File No. 333-32874)
filed May 19, 2006 by Advanta Business Receivabies Corp.).

Limited Partnership Agreement of Fleet Credit Card Services, L.P., dated as of May 26, 1998
(Incorporated by reference to Exhibit 10-q of the Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2004).

Agreement relating to Fleet Credit Card Services, L.P., dated as of May 28, 2004, by and between
Advanta Corp., Advanta National Bank, Advanta Service Corp., Fleet Credit Card Holdings, Inc.,
Fleet Credit Card Services, L.P. and Bank of America Corp. (Incorporated by reference to
Exhibit 10-1 of the Registrant’s Quarterly Report on Form 10-Q for the quarter ended June 30,
2004).

Service Agreement between First Data Resources Inc. and Advanta Bank Corp., dated as of
January 1, 2002 (Incorporated by reference to Exhibit 10-u of the Registrant’s Annual Report on
Form 10-K for year ended December 31, 2001).

Amendment to Service Agreement, between First Data Resources, Inc. and Advanta Bank Corp.,
dated as of December 18, 2006 (Incorparated by reference to Exhibit 10-5.2 of the Registrant’s
Annual Report on Form 10-K for the year ended December 31, 2006) (Confidential treatment has
been granted for portions of this document. These portions have been filed separately with the
Securities and Exchange Commission). '

Separation Agreement, dated as of April 15, 2005, between Advanta Corp. and Brian Tierney
(Incorporated by reference to Exhibit 10-1 of the Registrant’s Current Report on Form 8-K filed on
April 20, 2005).

Relocation Agreement by and between Advanta Corp. and John F. Moore, dated as of May 20, 2004

{Incorporated by reference to Exhibit 10-3 of the Registrant’s Quarterly Report on Form 10-Q for
the quarter ended June 30, 2004).

Direct Marketing Agreement, dated effective as of December 15, 1999, by and among Advanta
Bank Corp. and CFM Direct, as amended (Incorporated by reference to Exhibit i0-z of the
Registrant’s Annual Report on Form 10-K for the year ended December 31, 2002).
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Second Amendment, dated October 15, 2007, to Direct Marketing Agreement, dated effective as of
December 15, 1999, by and among Advanta Bank Corp. and CFM Direct, as amended (filed
herewith).

Lease Agreement, dated August 4, 1995, between Ortho Pharmaceutical Corporation and Advanta
Corp. (Incorporated by reference to Exhibit 10-ee of the Registrant’s Annual Report on Form 10-K
for the year ended December 31, 2002).

Agreement of Lease dated February 27, 2003 between Advanta Shared Services Corp and Liberty
Property Limited Partnership (without exhibits) and Guaranty of Advanta Corp. (Incorporated by
reference to Exhibit 10 of the Registrant’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 2003).

Advanta Corp. Office of the Chairman Supplemental Compensation Program (Incorporated by
reference to Exhibit 10-cc of the Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2004).

Advanta Senior Management Change of Control Severance Plan, as amended and restated,
effective April 2, 2007 (Incorporated by reference to Exhibit 10.3 of the Registrant’s Current
Report on Form 8-K filed April 5, 2007).

Advanta Employee Severance Pay Plan, as amended and restated effective April 2, 2007
(Incorporated by reference to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K
filed April 5, 2007).

Sponsorship Agreement, dated as of March 14, 2003, between Advantennis Corp. and World Team
Tennis Franchise Inc. (Incorporated by reference to Exhibit 10-1 of the Registrant’s Current Report
on Form 8-K filed on March 17, 2005).

Stock Repurchase Agreement, entered into May 9, 2006, by and among Advanta Corp., Dennis
Alter, Dennis J. Alter, Trustee U/I/T dated December 15, 2003 and Dennis J. Alter, Trustee U/I/T
dated May 24, 2004 (Incorporated by reference to Exhibit 10-2 of the Registrant’s Quarterly Report
on Form 10-Q for the quarter ended March 31, 2006).

Separation Agreement, dated as of November 29, 2007 between Advanta Corp. and Christop'her L
Carroll (Incorporated by reference to Exhibit 10-1 of thé Registrant’s Current Report on Form 8-K
filed on December 26, 2007).

Advanta Corp. Office of the Chairman Cash Bonus Plan effective as of April 2, 2007 (Incorporated
by reference to Appendix A of the Registrant’s Definitive Proxy Statement filed on April 30, 2007).

Computation of Ratio of Earnings to Fixed Charges (filed herewith).

Subsidiaries of the Registrant (filed herewith).

Consent of Independent Registered Public Accounting Firm (filed herewith).

Powers of Attorney (included on the signature page hereof).

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
(filed herewith).

Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
(filed herewith).

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 (filed herewith).

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 (filed herewith).

*  Unless otherwise indicated, each exhibit incorporated herein by reference was previously filed with the SEC
under Commission File Number 0-14120.

+  Management contract or compensatory plan or arrangement.
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SIGNATURES

, Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Advanta Corp.

By: /s/  William A. Rosoff

William A. Rosoff, President and
Vice Chairman of the Board

Dated: February 28, 2008

KNOW ALL MEN BY THESE PRESENTS, that cach of the undersigned does hereby constitute and appoint
Dennis Alter, William A. Rosoff, Philip M. Browne, David B. Weinstock and Elizabeth H. Mai, or any of them (with
full power to each of them to act alone), his or her true and lawful attorney in-fact and agent, with full power of
substitution, for him or her and on his or her behalf to sign, execute and file an Annual Report on Form 10-K under
the Securities Exchange Act of 1934, as amended, for the fiscal year ended December 31, 2007 relating to Advanta
Corp. and any or all amendments thereto, with all exhibits and any and all documents required to be filed with
respect thereto, with the Securities and Exchange Commission or any regulatory authority, granting unto such
attorneys-in-fact and agents, and each of them, full power and authority to do and perform each and every act and
thing requisite and necessary to be done in and about the premises in order to effectuate the same as fully to all
intents and purposes as he or she might or could do if personally present, hereby ratifying and confirming all that
such attorneys-in-fact and agents, or any of them, or their substitute or substitutes, may lawfully do or cause to be
done. ‘

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the
following persons on behalf of the Registrant and in the capacities indicated effective on the 28" day of February,
2008. .

Name Title
/s/  Dennis Alter Chairman of the Board and Chief
Dennis Alter Executive Officer
/s/ William A. Rosoff President and Vice Chairman of
William A. Rosoff the Board
/s/ Philip M. Browne Senior Vice President and Chief
Philip M. Browne Financial Officer
/s/  David B. Weinstock Vice Presid_enl and Chief
David B. Weinstock Accounting Officer
; /s/ Max Botel Director
Max Botel
/s/ Thomas Costello Director

Thomas Costello
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ai/d
!
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Name

/s Dana Becker Dunn

Dana Becker Dunn

/s/ Ronald Lubner

Ronald Lubner

/s/ Olaf Olafsson

Olaf Olafsson

/s/  Michael Stolper

Michael Stolper

Title

Director

Director

Director

Director



All per share amounts have been adjusted to reflect the threa-for-two stock splhit effective June 15, 2007.

1) Risk-adjusied revenues represent net interest income and noninterest revenues, less provision for credil losses.

2y Retlects diluted ingome per share. Combined represents net income available to commen stockholders dwided by
the combined tota! of Class A ang Class B weighted average comman shares outstanding.

3) Reflects the year end bock value per common sharg for Class A and Class B shares combmec.

4} Includes equity and subordinated debt payable to preferred secunties trust at year end,

£) Includes cash, federal funds sotd and invesiments at year end.

8) Managed statistics are non-GAAP financial measures. We beleve that performance on a managed basis provides
useful supplemental information to investors because we retain interesis in the secuntized recevables and,
therefore, we have a financial interest in and exposure to the performance of the secuntized receivaples

The following is a reconciiation of the owned and managad net credit loss ratios (3 in millons):

2007 2006 2005 2004
Cwned:
Net credit losses § 4186 3 338 S 449 $ 399
Average receivables $ 12280 $1.059.6 $ 8351 S 6264
Ratio 3.39% 3.19% 5.37% 6.28%
Securitized:
Net credit losses $ 1782 S 1182 $ 1556 $ 1700
Average recevables $4,696.3 $3,337.9 42,6759 % 2.624.5
Managed:
Net credit losses’ $ 2198 $ 1500 $ 2005 $ 2100
Average recevables” $5,924.3 $4397.5 £3,511.0 $ 3.1509
Ratio IN% 3.41% 5.71% 5.66%

The following is a reconcihation of the owned and managed delnquency ratos {$ 0 millions):

2007 2006 2005 2004
Cwned:
Recevables 30 days or more delinguent $ 424 $ 260 § 238 $ 283
Receivables at year end 1.031.6 1,133.1 879.5 7305
Ratwo 4.11% 2.30% 2.68% 3.87%
Securitized:
Recewablas 30 days or more delinquent $ 2298 $ 1082 $ 876 $ 1075
Receivables at year end §5315.4 40731 2,880.4 2.564,1
Managed:
Receivables 30 days or mare delinquent’ § arne $ 1342 $ 1112 $ 1358
Recevables at year end’ 6,347.0 5,206.2 3,759.9 3.294.6
Ratio 4.29% 2.58% 2.96% 4.12%

" Reprasents the sum of owned (GAAP) and secunitized stausocs.

* Any trade names, trademarks, service marks, or trada dress (collectively. “Marks”) contained in this Annual Report that
are not Advanta's are the exclusive property of their respective owners. References that we may make to any specific
Mark, product or service of a third party do not canstitute or imply the third party's endorsement, spensorship or
recommendation of Advanta or our Marks. products or services, or our endorsement, SpONSOrship or recommendation
of the third party's Marks, products or services, unless otherwise explicitly provided. Advanta and the Advanta logo are
registered service marks of Advania Corp.
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